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PREFACE
This publication is part o f a series produced by the Institute’s staff through use o f the 
Institute’s National Automated Accounting Research System (NAARS). The purpose o f the series 
is to provide interested readers with examples o f the application o f technical pronouncements. 
It is believed that those who are confronted with problems in the application o f pronouncements 
can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations o f information o f current 
interest dealing with aspects o f financial reporting.
The examples presented were selected from over twenty thousand annual reports stored in 
the NAARS computer data base.
This compilation presents only a limited number o f examples and is not intended to encompass 
all aspects of the application of the pronouncements covered in this survey. Individuals with special 
application problems not illustrated in the survey may arrange for special computer searches o f 
the NAARS data banks by contacting the Institute.
The views expressed are solely those o f the staff.
Richard D. Walker
Director, Information Technology
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SCOPE AND PURPOSE OF THE SURVEY
Since 1980, companies registered with the U.S. Securities and Exchange Commission (SEC) 
have been required under Item 303 o f Regulation S-K to present in annual reports filed with the 
Commission a section titled “ Management’s Discussion and Analysis o f Financial Condition and 
Results o f Operations”  (MDA). Item 303 is elaborated on and interpreted in Section 501 o f the 
SEC “ Codification o f Financial Reporting Policies.”
Companies registered with the SEC commonly publish annual reports that d iffer from the 
annual reports they file with the Commission. Nevertheless, the published annual reports must 
contain an MDA that duplicates the MDA in annual reports filed with the Commission. Duplication 
is required under Rules 14a-3 and 14c-3 o f Regulations 14A and 14C o f the Exchange Act.
The SEC recently completed a thorough study o f its requirements pertaining to the MDA. As 
a result, on May 18, 1989, it issued Financial Reporting Release No. 36, which greatly expands the 
elaboration and interpretation o f Item 303 contained in Section 501. Item 303 and Release No. 36 
are reproduced as appendix A  and appendix B to this survey.
The most important change in Section 501 as a result o f the new Release seems to be the 
emphasis on disclosure o f forward-looking information—that is, trends, demands, commitments, 
events, and uncertainties that are expected to have material effects on financial condition and 
the results of operations in the future. The new Section 501 provides examples o f such information 
and asserts that managements have a “ duty”  to disclose it.
The preparation o f an MDA in accordance with Item 303 and Section 501, as newly modified, 
requires considerable judgment. An accountant or management official who is confronted with 
problems in preparing an MDA can benefit from learning how others are preparing it in practice. 
Accordingly, this publication presents excerpts from recently issued published annual reports 
that illustrate its preparation. The examples presented were selected from the MDAs o f several 
thousand published annual reports that are stored in the AICPA library.
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I
RESULTS OF OPERATIONS
The SEC requires an MDA to contain at least two sections, o f which one is to discuss the 
results o f operations and the other is to discuss financial condition. The results o f operations is 
the subject o f this chapter. Financial condition is the subject o f Chapter 3. Discussing the results 
o f operations principally involves explaining the nature o f and changes in the various revenues, 
expenses, gains, and losses.
Some o f the companies surveyed for this publication divided the section for the results o f 
operations into subsections on the basis o f (1) year o f operation, (2) business segment, or (3) both 
year o f operation and business segment. Other companies did not divide the discussion into 
subsections on those bases.
Twenty-five examples o f the section o f the MDA for the results o f operations are presented 
below. The examples are classified according to whether the section was divided into subsections 
on the bases described above.
Some o f the MDAs that provided the examples contained information that was presented 
outside the sections for the results o f operations and financial condition. Such additional informa­
tion is included with the examples below.
NO DIVISION INTO SUBSECTIONS
ABBOTT LABORATORIES, DECEMBER 31, 1989 
Financia l Review
Summary
In 1989, the Company again achieved record sales, operating earnings, and net earnings. These 
results were achieved despite the negative effect o f the relatively stronger U.S. dollar, competitive 
pricing pressures in several product lines, and record expenditures for research and development.
This earnings growth and the continued control o f operating assets have enabled the Company to 
maintain its strong financial position.
Results o f Operations
Sales. Worldwide sales increased 9.0 percent in 1989 due to unit growth of 11.1 percent, partially o ff­
set by 1.7 percent due to the effect o f a relatively stronger U.S. dollar and .4 percent due to lower prices.
Sales increased 13 percent in 1988 and 15 percent in 1987 largely due to unit growth, and approximately 
2 percent and 3 percent, in 1988 and in 1987, respectively, due to the relatively weaker U.S. dollar.
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Domestic sales increased 9 percent in 1989 and 11 percent in both 1988 and 1987. International 
sales increased 9 percent in 1989, 16 percent in 1988, and 24 percent in 1987. The lower growth of 
international sales in 1989 was largely due to the negative effect o f the relatively stronger U.S. dollar. 
Sales in international markets represented 35 percent o f worldwide sales in 1989 and 1988, and 34 
percent in 1987. This growth is largely attributable to increased market penetration offset by the 
relatively stronger U.S. dollar.
Sales in the pharmaceutical and nutritional products segment increased 7 percent in 1989, 
compared with increases of 11 percent in 1988 and 13 percent in 1987. Domestic sales in this segment 
increased 6 percent in 1989, approximately 7 percent due to volume growth offset by lower prices, 
principally in a portion o f the infant formula business. International sales in this segment increased 
11 percent in 1989, resulting from unit growth of approximately 12 percent and price of 3 percent, 
offset by the negative effect o f the relatively stronger U.S. dollar. Pharmaceutical sales included in 
this segment were $902 million in 1989, compared with $838 million in 1988, an increase of 8 percent. 
Sales o f nutritionals grew 8 percent to $1,598 billion in 1989, compared with $1.486 billion in 1988 
(nutritionals include infant and medical nutritionals and pediatric pharmaceuticals). Sales o f new 
products in this segment in 1989 are estimated to be about $125 million.
Sales in the hospital and laboratory products segment increased 11, 14, and 17 percent in 1989, 
1988, and 1987, respectively. Domestic sales in this segment in 1989 increased 13 percent due to unit 
growth o f approximately 15 percent, partially offset by price decreases o f approximately 2 percent, 
resulting from competitive pricing pressures. International sales in this segment in 1989 increased 
8 percent, approximately 14 percent due to unit growth, offset by 5 percent due to the relatively 
stronger U.S. dollar, and 1 percent due to net price declines. The increase in volume growth of 
approximately 15 percent in the hospital and laboratory products segment in 1989 outpaced the 
approximate 8 percent volume growth in the pharmaceutical and nutritional products segment 
primarily due to the higher level o f new product introductions and increased market penetration. 
These growth levels are also reflective of the level of capital expenditures in the respective segments. 
Sales o f new products in this segment in 1989 are estimated to be about $235 million.
The classes o f products which contributed at least 10 percent to consolidated net sales in the 
last three years were: [A table that follows in  the original is omitted here.] Sales of infant formula 
increased in 1989 due to unit growth, partially offset by net price decreases, and in 1988 due to unit 
growth and net price increases. Sales of fluids and equipment in 1989 and 1988 also experienced 
unit growth.
Operating Earnings. Gross profit margins (sales less cost o f products sold, including freight and 
distribution expenses) improved from 52.1 percent in 1987 and 52.3 percent in 1988, to 52.5 percent 
in 1989. Productivity improvements, favorable product mix, and price increases in some product 
lines more than offset the impacts of inflation and the competitive pricing pressures in some product 
lines. In 1989, gross profit margins were adversely affected by the relatively stronger U.S. dollar, 
while 1988 and 1987 were aided by the relatively weaker U.S. dollar. In the U.S., most states participat­
ing in the federally subsidized Special Supplemental Food Program for Women, Infants and Children 
(WIC) have sought and received price rebates from manufacturers of infant formula. The WIC rebate 
programs have had and will continue to have an effect on the gross profit margins o f this portion o f 
the infant formula business. However, management expects the strength o f all the Company’s 
businesses will enable it to continue to meet its corporate financial objective o f achieving a minimum 
15 percent compound growth rate in earnings per share over any five-year period.
Research and development expense increased to $502 million in 1989, up 10.4 percent, compared 
with increases of 25.8 percent in 1988 and 26.8 percent in 1987. Research and development expenditures 
continue to be concentrated on diagnostic and pharmaceutical products.
The contribution to operating earnings, resulting from the improvement in gross margins discussed 
above, was more than offset in 1989, 1988, and 1987 by investing a higher percentage o f the sales 
dollar in research and development. These increases in research and development expense resulted 
in 1988 and 1987 operating earnings growing at a lower rate than sales. In 1989, the higher expense 
was offset by relatively lower selling, general, and administrative expenses, resulting in operating 
earnings growing at a higher rate than sales.
Other (Income) Expense, Net. Other (income) expense, net, includes net foreign exchange losses 
o f $35.3, $19.1, and $17.3 million in 1989, 1988, and 1987, respectively. Also, 1988 and 1987 include 
provisions against the realization o f certain foreign and domestic investments.
Taxes on Earnings. The Company’s effective income tax rate for 1989 was 28.0 percent, compared 
with 28.75 percent for 1988 and 32.5 percent for 1987. The lower rates in 1989 and 1988 are due 
primarily to the provisions o f the ‘‘Tax Reform Act o f 1986.’’
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In December 1987, the Financial Accounting Standards Board issued Statement o f Financial 
Accounting Standards No. 96, ‘ Accounting for Income Ta xes.’’ The Company plans to adopt this 
standard, as required, in 1992 and does not expect it to materially affect the Company’s financial 
position or results o f operations.
• • • •
Competitive Conditions. The Company’s primary markets are highly competitive and subject to 
substantial government regulation. It is not possible to predict the extent to which the Company or 
the health care industry in general might be adversely affected by these factors in the future. A  
more complete discussion o f these factors is contained in Item 1, Business, in the Annual Report on 
Form 10-K, which is available upon request.
ANHEUSER-BUSCH COMPANIES, INC., DECEMBER 31, 1989
Management’s Discussion and Analysis of Operations and Financial Condition
Introduction
This discussion summarizes the significant factors affecting the consolidated operating results, 
financial condition and liquidity/cash flows of Anheuser-Busch Companies, Inc. during the three-year 
period ended December 31, 1989. This should be read in conjunction with the financial statements 
and notes thereto included in this Annual Report.
As more fully discussed in Footnote 2 to the consolidated financial statements, on December 1, 
1989 Busch Entertainment Corporation (the company’s entertainment subsidiary) purchased from 
Harcourt Brace Jovanovich, Inc. (HBJ) 100% of the stock o f the companies o f HBJ which owned 
four Sea World Parks, two other theme parks, and certain land holdings (Sea World). The purchase 
price was $975 million for the theme parks for a total of $1.1 billion including the land. The acquisition 
has been reflected in the financial statements using the purchase method o f accounting. Accordingly, 
the Consolidated Statement of Income and the Consolidated Statement o f Cash Flows include the 
operations o f Sea World from December 1, 1989 through December 31, 1989. The operating results/ 
cash flows of Sea World did not have a significant impact on consolidated operating results or consoli­
dated operating cash flow  for 1989.
During 1988, the company disposed o f its Busch Industrial Products and Old America Stores 
operations. In 1987, the company sold Exploration Cruise Lines. The gains/losses on these dispositions 
(either individually or in the aggregate) did not have a material impact on the company’s consolidated 
financial statements. The operations o f these businesses (either individually or in the aggregate) 
were not material to the company’s consolidated financial statements.
Operations
Sales Anheuser-Busch Companies, Inc. achieved record gross sales during 1989 of $10.28 billion, a 
6.0% increase over 1988 gross sales o f $9.71 billion. Gross sales during 1987 were $9.11 billion. Gross 
sales include federal and state excise taxes o f $802.3 million in 1989, $781.0 million in 1988, and 
$760.7 million in 1987.
Net sales were a record $9.48 billion in 1989, an increase o f $557 million or 6.2% over 1988 net 
sales of $8.92 billion. Net sales during 1987 were $8.35 billion. The increase in dollar sales over the three- 
year period primarily results from increases in beer sales volume and higher revenue per barrel, as 
well as higher overall sales by the company’s food products and entertainment subsidiaries.
Anheuser-Busch, Inc., the company’s brewing subsidiary and largest contributor to consolidated 
sales, sold an all-time industry record o f 80.7 million barrels o f beer in 1989. This represents an 
increase of 2.2 million barrels or 2.8% over 1988 beer volume sales o f 78.5 million barrels and follows 
volume sales gains o f 2.4 million barrels in 1988 and 3.8 million barrels in 1987. The 1988 and 1987 
sales volume gains represent increases o f 3.2% and 5.2%, respectively. During the same periods, 
revenue per barrel has increased 2.8%, 2.9%, and 1.0%, respectively.
Industry beer volume sales in 1989 increased slightly with demand in the second half o f the 
year, improving relative to recent years. Anheuser-Busch led all brewers in sales volume gains, with 
growth exceeding the total beer industry by a factor of more than three-to-one. Anheuser-Busch, 
Inc.’s volume sales for 1989 represent approximately 42.1% of total brewing industry sales (including 
imports), as estimated by The Beer Institute, compared with 41.1% in 1988 and 39.9% in 1987.
The trend toward industry consolidation accelerated in 1989 with competition for volume 
increasing. This, coupled with excess capacity, has led several o f the company’s major competitors
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to increase price discounting on their premium brands and to more aggressively market their low-price 
brands. While Anheuser-Busch was very reluctant to discount its high-quality premium brands to 
the same extent as competition, the widening price spreads slowed the growth o f the company’s 
premium-priced brands in some markets and the company elected to meet competitors’ premium 
price levels in those markets.
This strategy slowed earnings growth in the last half o f 1989. However, future sales volumes 
gains which the company believes w ill result from this market share growth strategy will pay o ff  in 
an even stronger market position and in higher earnings for the company and its wholesalers.
Cost o f Products and Services. Cost o f products and services for 1989 was $6.27 billion, a 7.7% 
increase over the $5.83 billion reported in 1988. This increase follows an 8.4% and 6.9% increase in 
1988 and 1987, respectively. These increases primarily relate to higher beer sales volume, higher sales 
activity of the company’s other subsidiaries, 1988 start-up costs associated with the company’s new Fort 
Collins, Colo., brewery, 1989 and 1988 raw material costs resulting from the 1988 summer drought, and 
higher packaging costs. Such increases, however, have been offset partially by the company’s 
ongoing productivity improvement and cost reduction programs.
As a percent of net sales, cost of products and services sold was 66.2% in 1989 as compared to 
65.3% in 1988 and 64.4% in 1987. The increase in cost o f products and services as a percent o f net 
sales has risen over the past three years due primarily to higher raw material costs.
Marketing, Distribution, and Administrative Expenses. Marketing, distribution, and administra­
tive expenses for 1989 were $1.88 billion, an increase of 2.3% over 1988. This increase compares to 
increases o f .4% for 1988 and 6.8% for 1987. These expenses include approximately $610 million, 
$560 million, and $545 million in 1989, 1988, and 1987, respectively, o f selling, delivery, and general 
operating expenses associated with the company’s wholesale baking operations and its company- 
owned beer and snack foods wholesale operations.
Marketing, distribution, and administrative expenses have increased over the past three years 
as a result o f the higher level o f sales activity in each business segment, continuing development o f 
new products and beer brands together with a new advertising and marketing program, and expan­
sion o f snack distribution. Areas significantly affected by these factors since 1986 include media 
advertising, point-of-sale materials, and developmental expenses associated with new advertising 
and marketing programs for established as well as new products; operating expenses of company- 
owned beer wholesale operations; bakery and snack foods selling, delivery and general operating 
expenses; payroll and related costs; business taxes; depreciation; supplies; and general operating 
expenses.
Taxes and Payroll Costs. The company is significantly impacted by federal, state, and local taxes 
each year. Taxes applicable to 1989 operations (not including the many indirect taxes included in 
materials and services purchased) totaled $1.48 billion and highlight the burden o f taxation on the 
company and the brewing industry in general. Taxes for 1989 increased $58.9 million or 4.2% over
1988 taxes o f $1.42 billion. This increase follows increases o f .8% in 1988 and 5.5% in 1987 and 
results principally from increased beer excise taxes related to higher beer sales volumes. Taxes for
1989 were also impacted by higher income taxes related to the company’s increased earnings level.
The Tax Reform Act of 1986 included several provisions which have impacted the company during
the three-year period 1987-1989 and will impact the company in future years. The primary provisions 
o f the Act which impact Anheuser-Busch include repeal o f the investment tax credit, the lowering 
o f the statutory federal tax rate to 40% in 1987 and 34% in 1988 and future years, and reduction of 
the benefits o f accelerated tax depreciation on new assets additions. Overall, tax legislation had a 
positive effect on 1987 and 1988 earnings and cash flow  (compared to prior years) as a result o f the 
lower statutory federal taxes rates. The Act did not have a significant effect on the company in 1989 
(as compared to 1988), as the statutory federal tax rates did not change.
As discussed in Note 1 to the Consolidated Financial Statements, in December 1987 the Financial 
Accounting Standards Board (FASB) issued Statement o f Financial Accounting Standards No. 96 
(FAS 96), Accounting for Income Taxes. FAS 96 has subsequently been amended by the FASB and 
the required adoption date has been postponed until fiscal years beginning after December 15, 
1991. The FASB is also currently reevaluating certain o f the major provisions o f FAS 96. Management has 
not yet made a decision as to when (1990, 1991, or 1992) FAS 96 will be adopted or the adoption 
methodology (restatement or one-time adjustment to earnings) which will be utilized. Had the company 
adopted FAS 96 in 1989 in its present form, retained earnings would have increased, deferred 
income taxes would have decreased by approximately $160 million at December 31, 1989. Future 
statutory tax rate changes (or amendments to FAS 96 provisions) could alter the magnitude o f the 
FAS 96 impact estimate.
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Payroll costs during 1989 totaled $1.95 billion, an increase of $136 million or 7.5% over 1988 payroll 
costs o f $1.82 billion. This increase follows a 1.5% increase in payroll costs in 1988 over 1987 and 
9.2% increase in payroll costs in 1987 over 1986. The increase in payroll costs reflects the effect of 
normal/negotiated increases in salary and wage rates and benefit costs.
Salaries and wages paid during 1989 totaled $1.62 billion. Pension, life insurance, and welfare 
benefits amounted to $200 million and payroll taxes were $138 million. Employment at December 
31, 1989 was 46,608 compared to December 31, 1988. The increase in employment in 1989 compared 
to 1988 is primarily related to the Sea World acquisition.
The company provides health care and life insurance benefits to certain retired employees who 
attain specified age and years o f service requirements. The cost o f such benefits is recognized as an 
expense as claims are paid and was not material for any o f the years presented.
In February 1989, the Financial Accounting Standards Board issued an exposure draft— 
“ Employers’ Accounting for Postretirement Benefits other than Pensions.”  The proposed standard 
would require the recognition o f Postretirement Benefits expense on an accrual basis. Management 
is evaluating the potential impact o f the exposure draft and method and timing o f its adoption.
Operating Income. Operating income, the measure o f the company’s performance before 
interest costs and other expenses, was $1.33 billion in 1989, a $64.6 million increase or 5.1% over 
1988. Operating income was $1.15 billion in 1987. Operating income as a percent o f net sales was 
14.0% in 1989 as compared to 14.2% in 1988 and 13.8% in 1987.
Net Interest Cost/Interest Capitalized. Net interest cost, or interest expense less interest income, 
before capitalization of interest, was $165.3 million in 1989, an increase of $33.5 million when compared 
to 1988 net interest cost o f $131.8 million. Net interest cost in 1987 was $114.7 million. The increase 
in net interest cost over the past three years is due primarily to the issuance of short-term, medium- 
term, and long-term debt as well as a lower level o f interest income. Specific information regarding 
company financing is presented in the Liquidity and Capital Resources section o f this discussion.
Interest capitalized increased $7.3 million in 1989 as compared to 1988. The increase resulted 
from a higher level o f qualified expenditures and a higher average capitalization rate. Interest 
capitalized increased $3.9 million in 1988 as compared to 1987. The increase resulted from a higher 
level of qualified expenditures partially offset by a lower average capitalization rate. Specific informa­
tion regarding the capital expenditures program is presented in the Liquidity and Capital Resources 
section o f this discussion.
Other Income/(Expense), Net. Other income, net, was $11.8 million in 1989, compared to net 
expense of $16.4 million in 1988. Other income/(expense) includes items o f a non-operating nature 
which do not have a material impact on the company’s consolidated results o f operations (either 
individually or in the aggregate). The change in 1989 compared to 1988 results primarily from reduced 
losses on the disposition o f non-operating assets, early retirement o f debt and higher earnings o f 
non-consolidated affiliates.
Net Income. Net income for 1989 was $767.2 million, an increase of 7.2% compared with $715.9 
million for 1988. Net income for 1987 was $614.7 million. Earnings per share o f common stock for 
1989 were $2.68, an increase o f 9.4% compared with $2.45 for 1988. Earnings per share for 1987 
were $2.04.
Net income for 1988 represented an increase o f 16.5% over 1987 net income. Earnings per share 
in 1988 represent an increase o f 20.1% to 1987.
Earnings per share growth over the past three years has benefited from the company’s share 
repurchase program.
The effective tax rate was 37.5% in 1989, 38.3% in 1988, and 42.2% in 1987. The decrease in the 
effective tax rate in 1988 as compared to 1987 is primarily due to the lower federal statutory rates 
by the Ta x Reform Act of 1986.
• • • •
APPLE COMPUTER, INC., SEPTEMBER 29, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
Results o f Operations
In 1989, Apple continued its strong revenue growth, primarily as a result o f the success—in both 
domestic and international markets—of new Macintosh personal computers: the Macintosh IIcx 
and the Macintosh SE/30. Since their introduction in the second quarter o f 1989, continued demand
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for these new high-performance products more than offset the slowing o f demand for the Com­
pany’s more established products, particularly during the second half o f 1989. Sales o f these new 
products contributed both to the increased number o f units sold and to higher average revenue per 
unit in 1989.
Net sales o f Macintosh family products in 1989 increased significantly over the prior year, and 
net sales o f LaserWriter family products remained strong, with both revenue and units sold increasing 
over the prior year. Net sales o f Apple II family products continued to decline gradually, both in 
absolute terms and as a percentage o f net sales, compared to the prior year.
During 1989, international net sales grew 41% over the prior year, representing 36% of total net 
for 1989, compared to 33% for 1988.
In 1988, the 53% increase in net sales over the prior year was primarily attributable to sales of 
newer products—the Macintosh II, the Macintosh SE, and the expanded line o f the enhanced Laser­
Writer Plus family of printers.
In response to the worldwide industry shortage o f dynamic random-access memory (DRAM) 
and the strong demand for Apple products experienced throughout 1988, the Company purchased 
DRAM at higher prices during the second half o f 1988 to ensure its ability to meet expected future 
demand. The increased costs o f memory components began to adversely affect the Company’s 
operating results during the latter part of 1988, resulting in a decline in the gross margin percentage 
in the fourth quarter o f 1988 to 49.2% in the second quarter. The decline in the second quarter also 
reflected a product mix shift to less fully configured Macintosh products—a shift due principally to 
an increase in product prices announced by the Company in September 1988 to compensate for the 
higher cost o f memory components. The gross margin percentage subsequently improved to 49.4% 
and 51.0% in the third and fourth quarters o f 1989, respectively, due primarily to lower memory 
component costs and the effect o f a favorable product mix shift resulting from price decreases and 
the introduction o f new high-margin Macintosh products. Gross margins were also negatively 
affected in 1989 by the impact o f the stronger U.S. dollar, and in 1988 by the strength o f the 
Japanese yen, which contributed to higher prices for certain components sourced from Japan. 
[A table that follows in  the original is omitted here.]
The increase in research and development expenditures in absolute terms during 1989 and 1988, 
and as a percentage of net sales in 1989, primarily reflects additions to the Company’s engineering 
staff to support its continued emphasis on developing new products and enhancing existing products in 
the areas o f hardware and peripherals, system software, and networking and communications.
During 1989, the Company introduced a number o f significant new products, including the 
Macintosh SE/30 in January, the Macintosh IIcx in March, new communications products in June, 
and the Macintosh Portable and Macintosh IIci in September. The Company believes that continued 
investments in research and development are critical to its future growth and competitive position 
in the marketplace, and are directly related to continued, timely development o f new and 
enhanced products. [A table that follows in  the original is omitted here.]
In 1989, marketing and distribution expenses increased in absolute terms, primarily as a result 
o f the Company’s continuing efforts to strengthen its sales, support, and service organizations, as 
well as increase in volume-related marketing expenses and a higher level of new product introductions. 
As a percentage o f net sales, marketing and distribution expenses in both 1989 and 1988 declined 
from the prior year, primarily because management limited discretionary marketing expenses, prin­
cipally promotional activities and advertising. [A table that follows in  the original is omitted here.] 
General and administrative expenses increased in 1989, compared to 1988, as a result o f the 
Company’s increased investment in its information and control systems and, to a lesser extent, 
increased employment levels. In 1988, increased general and administrative expenditures were a 
result o f higher employment levels, increased investment in information systems and controls. [A 
table that follows in  the original is omitted here.]
Interest and other income, net, in 1989 includes a $79 million gain from the Company’s sale in 
July 1989 of its common stock holdings of Adobe Systems Incorporated; excluding this one-time gain, 
interest and other income, net, declined from $36 million in 1988 to $31 million in 1989. This decline 
resulted from an increase in interest expense attributable to the Company’s commencement of 
short-term borrowings in the fourth quarter o f 1988 and from higher costs incurred to hedge foreign 
currency positions. These expenses were partially offset by increased interest income earned as a 
result of higher average balances and returns from cash, cash equivalents, and short-term investments 
throughout 1989. The decline in 1988, compared to 1987, was principally due to higher costs 
incurred to hedge foreign currency position and lower interest earned on cash, cash equivalents, 
and short-term investments. [A table that follows in  the original is omitted here.]
The Company has not elected early adoption o f Financial Accounting Standard No. 96, 
Accounting for Income Taxes (FAS 96). FAS 96, as amended by FAS 100, becomes effective no later
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than the beginning o f the Company’s 1991 fiscal year. The Company believes that FAS 96, when 
adopted, will not have a material effect on its financial position or results o f operations.
Factors That May A ffect Future Results
A  number o f uncertainties exist that could have an impact on the Company’s future operating 
results, including general economic conditions, the rate o f growth o f the personal computer market, 
the cost and availability of components, and numerous competitive factors. New products anticipated 
from and introduced by the Company could create uncertainty in the marketplace and cause customers 
to defer or alter buying decisions. For example, the introductions o f the Macintosh IIcx and the 
Macintosh SE/30 caused a slowing o f demand for other, more established Macintosh products in the 
third quarter o f 1989. In addition, new products or product enhancements from competitors, or 
from computer companies not presently competing in Apple’s markets, could have an impact on the 
Company’s operating results.
Even in the face o f strong demand for Apple products, operating results could be adversely 
affected should the Company be unable to increase or reallocate its manufacturing capacity 
quickly enough to respond to changing demand patterns. Certain components for Apple products 
are currently available only from single sources, and any interruption in supplies o f components 
could adversely affect the Company’s gross margins or its ability to meet demand for its products.
The Company has also from time to time experienced significant price increases in limited avail­
ability o f certain components, such as DRAM. Any similar occurrences in the future could have an 
adverse effect on the Company’s operating results.
The Company’s U.S. manufacturing plant, the majority of its research and development activities, 
its corporate headquarters, and other critical business operations are located near major earthquake 
faults. While the Company did not sustain any significant damage or disruption to its operations as 
a result o f the October 17, 1989, earthquake in the San Francisco Bay Area, operating results could 
be materially adversely affected in the event o f a major earthquake in the future. The Company has 
the ability to increase manufacturing capacity at its plants in Cork, Ireland, and in Singapore, but 
there can be no assurance that available capacity would be sufficient to meet the demand for the 
Company’s products.
Due to the foregoing, and other factors affecting the Company’s operating results, past financial 
performace should not be considered to be a reliable indicator o f future performance, and investors 
should not use historical trends to anticipate results or trends in future periods.
• •••
BROWNING-FERRIS INDUSTRIES, INC., SEPTEMBER 30, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Fiscal 1989 was a year o f significant growth for the Company due to the continuation o f a very 
aggressive acquisition program. The Company acquired 131 businesses for a total cost of approximately 
$416 million, including the acquisition o f 26 foreign businesses for approximately $245 million. 
Annualized revenues from the year’s acquisitions and newly acquired municipal contracts are 
expected to exceed $320 million.
Consolidated revenues for fiscal 1989 were $2,551 million, a 23% increase over the prior year. 
Net income and earnings per share increased 16% and 15%, respectively, over fiscal 1988. The increase 
in revenues was due principally to the strong operating performance in the solid waste businesses 
and the impact of the Company’s acquisition and market development programs. Although revenues 
increased significantly over fiscal 1989, net income growth was impacted negatively by losses in the 
chemical waste segment, increased levels o f interest expense associated with acquisitions and an 
increase in the effective income tax rate. The Company believes that its revenue growth trend over 
the past few  years will continue through fiscal 1990 and beyond. However, the Company anticipates 
that net income may only grow at about the same pace during fiscal 1990 based on assumptions relating 
principally to the continuation o f losses in the chemical waste segment, an increase in the effective 
income tax rate and interest expense associated with recent acquisitions and development projects.
Results of Operations
Revenues. Revenues for fiscal 1989 increased to $2,551 million, a 23% increase over fiscal 1988 
revenues o f $2,067 million. Revenues for fiscal 1987 were $1,657 million.
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The following table reflects the change in revenues o f the Company’s business segments for the 
last three fiscal years: [A table that follows in  the orig ina l is omitted here.]
The Company’s revenue change in each of the last three fiscal years continues to center principally 
on its solid waste business segment as the chemical waste segment’s revenues have declined from 
slightly less than 5% of consolidated revenues in fiscal 1987 to only 2.3% o f the total for fiscal 1989. 
The Company’s estimates o f solid waste revenue changes set forth in the following table indicate 
that a significant portion o f the change is due to market development: a combination o f purchased 
businesses, new contracts and the addition to existing lines o f business such as new landfills, medical 
waste facilities and other special services. The revenue impact of price increases has remained relatively 
constant over the past several fiscal years as a result o f generally lower inflationary pressures on 
most recurring operating expenses with the notable exception o f disposal costs, which have continued 
to escalate in most geographical areas serviced by the Company. Volume growth, which has steadily 
improved from fiscal 1987 to fiscal 1989, is a result of the addition o f new customers, increased services 
to existing customers and higher utilization o f landfill capacities. [A table that follows in  the original is 
omitted here.]
Chemical waste revenues were $60 million in fiscal 1989, reflecting a significant decline from 
fiscal 1988 revenues o f $78 million. Fiscal 1988 revenues were approximately the same as fiscal
1987. Fiscal 1989 revenues decreased substantially from fiscal 1988 due principally to the inability 
o f the Williamsburg, Ohio site and the limited ability o f the Niagara Falls, New York site to accept 
waste during fiscal 1989. In addition, certain other sites which contribute a substantial portion of 
the revenues o f this segment have yet to receive final Part B permits. In particular, the Part B permit 
for the Williamsburg, Ohio site has been denied by both the state and federal agencies. The federal 
decision is presently being appealed. The Ohio Environmental Board o f Review ( “ EBR” ) ruled in 
September 1989 that the state had exceeded its statutory authority in denying the permit and 
ordered the Ohio Environmental Protection Agency ( “ Ohio EPA’ ’) to review further the permit 
application and refer it, along with the Ohio EPA’s recommendation, to the Hazardous Waste Siting 
Board for further consideration. The decision of the EBR was appealed by the state and others. Certain 
other o f the Part B permits, which under the Resource Conservation and Recovery Act o f 1976, as 
amended, were to have been issued or denied by November 8, 1988, are still pending final resolution. 
It is anticipated that these conditions will continue to impact negatively the chemical waste segment’s 
revenues and operating results during 1990. While ultimate denial o f these permits could have a 
significant negative impact on the Company’s consolidated financial results for a particular reporting 
period, management believes that the ultimate disposition o f these permits will not have a materially 
adverse effect upon the overall business or consolidated financial position o f the Company.
Cost o f Operations. During fiscal years 1989, 1988, and 1987, cost of operations increased $323 
million (25%), $270 million (26%), and $200 million (24%), respectively. As a percent o f revenues, 
the cost o f operations for each o f the three fiscal years 1989, 1988, and 1987 was 63.9 %, 63.2 %, and 
62.6%, respectively. Operating expenses during each o f the three fiscal years were heavily influenced 
by higher landfill disposal related costs. Disposal costs, which are the largest single component of 
operating expense, rose over 20% in fiscal 1989 and in excess o f 30% for each o f the two previous 
fiscal years. Other operating costs increased as a percent o f revenues during fiscal 1989, principally 
as a result o f increased operating costs in the chemical segment and in the Company’s international 
operations which expanded significantly during fiscal 1989. Other operating costs declined as a percent 
of revenues in the previous two fiscal years due to operating efficiencies and the continued emphasis 
on controlling variable operating expenses. The overall impact o f the higher disposal and other 
operating costs caused a slight decline in the gross profit margin in fiscal 1989 from the prior years. 
The Company believes that disposal cost increases, which are largely attributable to the increasing 
scarcity o f landfill airspace as well as the higher costs associated with environmental compliance, 
disposal site upgrading and landfill closure and post closure, will continue in future years. Management 
believes these increased costs can be recovered through increased prices thereby maintaining operating 
profits, although operating margins may continue to decline.
Selling, General and Adm inistrative Expense (SG & A). This category o f expense increased by 
$80 million (21%), $79 million (27%), and $53 million (22%) during fiscal years 1989,1988, and 1987, 
respectively. As a percent of revenue, these expenses for each of the three fiscal years 1989, 1988, 
and 1987 were 17.9 %, 18.2%, and 17.9 %, respectively. The increase in SG & A  during the periods was 
largely a result o f the addition of more operating locations, particularly in the international business 
area, and increased staffing to support selling, market development, corporate support services 
and generally higher levels o f business activity.
Interest Expense and Income. Interest expense in fiscal 1989 increased to $48 million from $37 
million in fiscal 1988 and $22 million in fiscal 1987. This increase in fiscal 1989 over 1988 was due
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to increased borrowings at higher interest rates, particularly for foreign loans, to finance the Company’s 
acquisition programs. It has historically been the Company’s policy to finance foreign acquisitions 
principally with borrowings in the local foreign currency in order to hedge foreign currency 
exposure. The increase in interest expense in fiscal 1988 over 1987 was largely attributable to a full 
year o f interest expense related to the $345 million on Convertible Subordinated Debentures issued 
in August 1987. Interest income for fiscal 1989 was $6.8 million as compared to $12.5 million and $5.8 
million for fiscal years 1988 and 1987, respectively. The increase in interest income in fiscal 1988 
was due to investment income from the unused proceeds from the issuance o f the Convertible 
Subordinated Debentures. The decline in interest income in fiscal 1989 reflects the usage o f the 
proceeds in the latter half o f fiscal 1988 and the first half o f fiscal 1989, primarily for business 
acquisitions. Based on currently anticipated financial requirements, the Company does not expect 
to generate significant interest income during fiscal 1990.
Income Taxes. The Company’s effective income tax rates for fiscal years 1989, 1988, and 1987 
were 38%, 37%, and 44%, respectively. The large decline in the effective income tax rate for fiscal 
1988 from fiscal 1987 is primarily attributable to the Tax Reform Act o f 1986 which gradually 
lowered the Federal statutory income tax rate for the Company from 46% to 34%.
Profitability Ratios. These ratios (shown as a percent of revenues or o f investment) reflect certain 
profitability trends for the Company. The effect o f general inflation, as measured by the average 
consumer price index, did not have a material effect on the Company’s overall financial position or 
results o f operations. [A table that follows in  the orig ina l is omitted here.]
Although these ratios are within Company performance goals, gross profit and income from 
operations margins continued to decline in fiscal years 1989 and 1988 from 1987 due principally to 
(1) the significantly decreased earnings in the chemical waste segment, (2) the substantial increase 
in international operations at lower profit margins, and (3) the lower profit margins experienced for 
certain solid waste and other related businesses acquired during the periods. Income before income 
taxes as a percent o f revenues has been impacted negatively by the declining margins as well as 
increased interest expense, which indicates that the incremental earnings from businesses acquired, 
particularly foreign, are less than the related interest expense during these periods. Pre-tax, pre-interest 
return on total capital has continued to decline in fiscal years 1989, 1988, and 1987 due principally 
to substantially increased indebtedness resulting from the sizeable expenditures made (1) to 
acquire landfills or develop them internally, (2) to acquire businesses in the United Kingdom, Italy, 
the Netherlands, Spain, and Australia, and (3) to fund equity contributions related to the construction 
o f resource recovery facilities which, during their initial years o f operation or construction, have 
not fully reflected the earnings potential of these properties. These expenditures have also contributed 
to the increase in average net assets per dollar of revenue since fiscal 1987. Net income as a percentage 
o f revenues and return on common stockholders’ equity have both been impacted negatively by 
lower operating margins and increased interest expense over the past three years although the 
declines were more than offset in fiscal 1988 by the significant reduction in the effective income tax 
rate. Management believes that while slight declines in most o f these ratios are again expected in 
fiscal 1990, the declining trend will begin to stabilize in late fiscal 1990 and subsequent periods as 
certain o f the acquisitions and projects requiring substantial capital investments over the past three 
years begin to reflect their full earnings potential.
Environmental Matters. Various subsidiaries o f the Company are participating as a potentially 
responsible party ( “ PRP” ) in PRP groups at 44 waste disposal sites listed on the Environmental 
Protection Agency’s National Priority List, which may be subject to remedial action under Superfund. 
Certain of these subsidiaries have negotiated settlements with other members o f the PRP groups 
and the Environmental Protection Agency with respect to 22 of these 44 Superfund sites. These 
settlements had no material effect on the Company’s liquidity, results o f operations or financial 
position. Further, various subsidiaries have received information requests relating to 33 additional 
sites on the EPA’s National Priority List. The number o f Superfund sites with which the Company’s 
subsidiaries are involved may increase or decrease depending upon the EPA’s findings from responses 
to these information requests and any future information requests which may be received. Super­
fund legislation permits strict and joint and several liability to be imposed without regard to fault, 
and as a result, one company might be required to bear significantly more than its proportional 
share o f the cleanup costs if  it is unable to obtain appropriate contributions from other responsible 
parties. The final negotiated settlement relating to the large majority o f Superfund sites occurs 
several years after a company has been identified as a PRP due to the many complex issues that 
must be addressed in determining the magnitude o f contamination present, the cause o f the 
contamination and the recommended remedial action to be taken. In many cases, the expenditures 
related to actual remediation may also occur over a number of years.
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BFI has periodically undertaken or been required, and may in the future undertake or be 
required, to cease or to alter substantially its operations at existing waste disposal sites, to implement 
new construction standards at existing facilities and to add additional monitoring, post-closure 
maintenance or corrective measures at closed waste disposal sites. These actions have required 
costly, additional expenditures and may in the future require substantial expenditures, which could 
have a negative impact on income.
Management routinely reviews each site requiring corrective action (including Superfund sites) 
in which the Company’s subsidiaries are involved, considering each subsidiary’s role with respect 
to each site and the relationship to the involvement o f other parties at the site, the quantity and 
content o f the waste with which it was associated, and the number and financial capabilities o f the 
other parties at the various sites. Based on the results o f management’s review o f the various sites, 
expense accruals are provided by the Company for its share o f future costs associated with corrective 
actions to be implemented at certain o f these sites and existing accruals are revised as deemed 
necessary.
Management believes that the ultimate disposition o f these environmental matters will not 
have a materially adverse effect upon the liquidity, capital resources, business or consolidated 
financial position o f the Company, though resolution of one or more o f these matters could have a 
significant negative impact on the Company’s consolidated financial results for a particular reporting 
period. Due to the nature of the Company’s business and the increasing emphasis of the Environmental 
Protection Agency and the public on environmental issues relating to the waste disposal industry, 
it can be reasonably expected that various subsidiaries o f the Company will become involved in 
additional remedial actions and Superfund sites in the future.
• •••
INTERNATIONAL BUSINESS MACHINES CORPORATION, DECEMBER 31, 1989 
Management Discussion
Results o f Operations
In 1989, demand for IBM’s products and services continued to be good and the company made 
steady progress on its strategy o f transforming itself into a more market-driven and efficient 
company.
Worldwide revenue increased 5.1 percent in 1989 to $62.7 billion. While there was growth in all 
major geographic areas, the rate o f growth continued to be stronger outside the United States Revenue 
from non-U.S. operations was $37.0 billion, an increase o f 7.6 percent over 1988. Non-U.S. revenue, 
as a percent o f total revenue, has grown from 42.9 percent in 1985 to 58.9 percent in the current 
year. Revenue from U.S. operations grew for the first time in four years, increasing 1.7 percent over 
the previous year. Additional information on revenues and other financial data by geographical 
area can be found in the note on page 44.
Net earnings for the year were $3.8 billion compared with $5.8 billion in 1988. Both 1989 and 
1988 contained the effects o f unusual actions. In December 1989, the company announced a series 
o f restructuring initiatives, investment revaluations and other actions which resulted in a pre-tax 
charge o f $2.4 billion against 1989 earnings. Earnings before tax in 1988 include an $870 million 
charge related to the costs of manufacturing and headquarters consolidations announced in June
1988. The company implemented the Statement o f Financial Accounting Standards (SFAS) 96, 
“Accounting for Income Taxes,”  in 1988. This change in accounting principle resulted in additional 
net earnings in 1988 o f $315 million.
Revenue and earnings in 1989 were unfavorably impacted by a stronger U.S. dollar and by an 
increase in operating lease activity primarily in the U.S. While the increase in operating leases has 
an unfavorable impact on short-term results, it will benefit IBM in the longer term as the company 
realizes increased revenue and profit from future rental receipts.
Revenue from sales was $41.6 billion, an increase of 4.1 percent compared to a 9.7 percent 
increase in 1988. Sales revenue in the United States declined 2.3 percent reflecting the higher levels 
o f operating lease activity in 1989. Worldwide revenue from support services increased 6.2 percent 
in 1989 after an essentially flat year in 1988. Growth in the other services category was 43.8 percent 
in 1989 and 20.6 percent in 1988. Maintenance services, which is the largest component o f support 
services, had declines o f 3.8 percent in 1989 and 4.5 percent in 1988.
Software revenue was up 6.3 percent in 1989 following increases o f 16.0 percent and 24.0 
percent in 1988 and 1987, respectively. The 1988 software revenue included payments made by
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Fujitsu to IBM as a result o f arbitration between the two companies. The rate of growth in the United 
States was greater in 1989 than that o f 1988. Rentals and financing revenue increased 13.2 percent 
in 1989 reflecting the success of our leasing operations around the world. Revenue from rentals, which 
includes amounts from operating leases, increased from the prior year for the first time since 1982.
Information on industry segments and classes o f similar products or services is presented on 
page 43.
Revenue from processors increased 6.7 percent in 1989. The increase is attributable to strong 
sales o f IBM’s largest computers, the ES/3090 family, and the Application System/400. New models 
of the ES/3090, introduced in 1989, contain IBM’s new 4-million-bit memory chip. Revenue increases 
for both the ES/3090 and the AS/400 were strong in the U.S. and overseas.
In workstations, revenue from personal systems increased 18.9 percent worldwide and 23.1 percent 
in the U.S. The decline in other workstations is primarily attributable to display terminals. During 
1989, IBM was the first in the industry to use Intel’s powerful new i4.86 microprocessor in a product 
when an upgrade to the PS/2 Model 70-A21 was announced.
Revenue from peripherals declined 17.5 percent in the U.S. and increased 8.8 percent in the 
non-U.S. operations. The decline in the U.S. revenue is primarily attributable to a substantial increase 
in operating leases o f storage products in 1989 over 1988 and a transfer o f telecommunications 
revenue as a result o f the completion o f the agreement with Siemens AG to establish joint activities 
in the field o f telecommunications. In the fourth quarter of 1989, IBM began shipments of the IBM 
3390 Direct Access Storage Device, the industry’s most advanced disk storage product.
Gross profit margins in 1989 declined 1.2 percentage points to 55.8 percent. Continued efficiencies 
in manufacturing activities were offset by declines in gross profit margins in support services and 
software. The decline in the gross profit margin o f support services is primarily the result o f a 
proportionately greater amount o f other services whose lower margins are exacerbated by start-up 
activities and, to a lesser degree, continued declines in gross profit margins o f maintenance service. 
The gross profit margin comparison o f software was adversely impacted by the inclusion o f costs 
associated with the actions taken in December 1989 to improve the company’s competitiveness and 
the revenue benefit from the Fujitsu settlement in 1988.
Selling, general and administrative expenses for 1989, as reported, showed an increase of 10.0 
percent over 1988. Both years were marked by unusual charges. I f  adjusted for the restructuring 
expenses in 1989 and the manufacturing and headquarters consolidations in 1988, selling, general 
and administrative expense would have increased 5.2 percent. These actions are a continuation o f 
the strategy designed to transform the IBM company to be the best in providing offerings that meet 
the needs o f customers and to do so more quickly, efficiently, and cost effectively.
Today’s competitive environment and the ever quickening pace of technology require a continued 
investment in research, development and engineering. To this end, IBM invested $6.5 billion in 1989 
after adjusting for the one-time charge included in the restructuring actions announced in December
1989. This represents an 8.9 percent increase over 1988. Management expects to continue to make 
those investments essential to assure the company’s ability to participate in the future growth of 
the industry.
Other income declined 26.9 percent. The decrease is primarily the result o f gains in 1988 on the 
sale o f MCI stock and the sale o f the Science Research Associates subsidiary, which were only partially 
offset by a gain in 1989 on the sale o f IBM’s interest in Discovision Associates.
Interest expense increased 37.6 percent in 1989 following a 46.3 percent increase in 1988. The 
increases in both years are primarily the result o f high interest rates on short-term borrowings in 
subsidiaries whose economic environment is hyperinflationary. The high interest rates in those 
operations are mitigated by the effects on inflation on the funds borrowed.
The effective tax rate for 1989 of 43.4 percent was higher than the 39.2 percent in 1988 primarily 
due to the impact of the restructuring charge taken in the fourth quarter o f 1989 and, as anticipated, 
lower tax credits this year compared to 1988.
For the quarter ended December 31, 1989, worldwide net earnings were $.6 billion, compared with 
$2.3 billion for the same period in 1988. Fourth-quarter revenue was $20.5 billion, compared with 
$200 billion for the 1988 period. IBM’s fourth-quarter results include $2.4 billion in 1989 and $.3 billion 
in 1988 for charges stemming from the previously mentioned efforts to improve competitiveness.
During 1989, IBM continued its efforts to become a more market-driven company, one that makes 
customer satisfaction the number-one priority. As customers pursue their own competitive require­
ments, the need for solutions rather than individual products becomes increasingly important. This 
growing focus is evident by the growth in systems integration activities and other professional service 
offerings. Management expects continued growth in this activity.
The company has reduced its employee population every year since 1985. Worldwide, this reduction 
exceeded twenty-two thousand people including more than twenty-six thousand in the United States.
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The restructuring initiatives announced in December are expected to further reduce IBM’s U.S. 
population by ten thousand people in 1990.
Management believes that the initiatives it has taken, coupled with the continuing drive to 
reduce the company’s cost and expense structure, w ill enable it to take advantage o f the growth 
opportunities seen for its business while enhancing shareholders’ value.
• • • •
SAVANNAH FOODS & INDUSTRIES, INC., DECEMBER 31, 1989
Management’s Discussion and Analysis of the Company’s Financial Position and 
Results of Operations
• •••
Results o f Operations:
The Company’s net income for the year 1989 was $41.1 million, or $1.53 per share, compared to 
$20.1 million, or $.75 per share, in 1988 and $14.0 million, or $.53 per share, in 1987. Net sales for 1989 
were $1.1 billion compared to $916.9 million in 1988 and $878.7 million in 1987. Net income and net 
sales were up in 1989 over prior years primarily as a result of a return to more normal sugar selling 
prices and margins which had been depressed in 1988 and 1987 by an unusually large sugarbeet 
crop harvested in the Fall o f 1987. In addition, Michigan Sugar Company produced a record quantity 
o f sugar from their 1989-90 crop; therefore, the fourth quarter 1989 earnings for Michigan Sugar 
were improved from the comparable 1988 period.
Sugar sales volume increased by 11% in 1989 compared to the prior year while sales prices 
increased by 8%. About half of the volume increase is attributable to higher export shipments during 
the year. Export sales are expected to continue in 1990.
Sales margins achieved in the fourth quarter o f 1987 and the first half o f 1988 were severely 
depressed due to the large quantity o f beet sugar produced from the 1987 crop. Beet producers had 
been expanding their volume for several years prior to 1988. These larger beet volumes increased 
competition from beet processors thus causing selling prices o f refined sugar to decrease. Due to a 
reduction in the size of the 1988 sugarbeet crop significant improvements in volumes and margins 
were realized in the second half o f 1988 and during all o f 1989. Current estimates are that the 1989 
sugarbeet crop harvested last Fall and now being processed will result in about the same quantity 
o f beet sugar as for the 1988 crop (which was down about 12% from the 1987 level). This should 
result in reasonable refined sugar prices in 1990.
Even though the 1989 beet sugar production nationwide was comparable to that o f 1988, Michigan 
Sugar Company produced a record quantity o f sugar from their 1989 crop. Sales volume in the 
fourth quarter o f 1989 for Michigan Sugar increased significantly over the level o f earlier quarters 
due to the larger quantity o f sugar production and this will continue through at least the first three 
quarters of 1990. Although it is impossible to predict the results o f operations for the fourth quarter 
o f 1990 for Michigan Sugar Company since the results w ill largely depend on the 1990 crop, the 
Company expects Michigan Sugar to report record earnings during the coming year.
A ll o f the Company’s beet and cane sugar refineries set productivity records during 1989. This 
high level of performance can be attributed to the Company’s aggressive capital improvement program 
and the high level o f performance of its employees. Operating efficiency at the cane refineries can 
also be attributed in part to higher levels o f throughput during 1989.
The Foodservice division reported excellent earnings in 1989 with sales volume and operating 
profits exceeding 1988 levels. Sales volumes were up partially due to the acquisition o f International 
Automated Machines, Inc. (IAM ) in June, 1989.
Selling, general, and administrative expense was up over previous years primarily due to 
increased sales in 1989, the addition o f IAM and higher incentive compensation and ESOP related 
to the higher level o f profitability reported by the Company this year.
Interest expense increased during 1989 over prior years primarily due to new long-term debt 
related to the purchase o f International Automated Machines, Inc. as discussed above under the 
Company’s financial position. In addition, expense was affected by higher interest rates this year 
on the portion o f the Company’s long-term debt which bears a floating rate o f interest.
The effective tax rate for 1989 was 32.4% compared to 34.4% in 1988 and 37.9% in 1987. The rate 
decrease from 1987 to 1988 was primarily due to a reduction in the federal corporate tax rate. The
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decrease in the rate from 1988 to 1989 is attributable to the higher level o f tax-free income earned 
in 1989.
In summary, the outlook for 1990 is good. The sugar section o f the Farm Bill o f 1985 covers sugar 
grown during 1990 and sold through 1991. This bill will be replaced by another Farm Bill during
1990. Sugar industry representatives are currently meeting to develop a recommendation to the 
Administration for the new Farm Bill. It is too early to tell what form the new bill will take, but it 
is highly probable that it will not be an extension o f the current Farm Bill which has been found to 
be in violation of the General Agreement on Tariffs and Trade (GAAT). Management of the Company 
believes that the recommendation o f the industry for the 1990 Farm Bill w ill be one that is fair to 
all segments o f the industry, which will be a big improvement over the current bill which has 
benefited the beet sugar producers at the expense o f the cane sugar refiners. Michigan will be a 
major contributor to profits in 1990. In addition, cane sugar volumes and margins are expected to 
remain at normal levels throughout the year. Management believes that the Company is well-positioned 
for long-term profitability and expects profits in 1990 to exceed those o f 1989.
UNITED STATES SURGICAL CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
Results o f Operations
In 1989, the Company achieved record sales o f $345.2 million compared with sales o f $290.9 
million in 1988 and sales o f $252.2 million in 1987. Sales increased by $54.3 million or 19% in 1989 
and by $38.7 million or 15% in 1988. The net sales increase in 1989 is attributed to additional unit 
sales volume which increased sales 15% and increases in average selling prices o f about 6% which 
were offset by $6.9 million or about 2% due to the unfavorable effect on sales o f changes in foreign 
currency exchange rates. Increased purchases o f the Company’s AUTO SUTURE(R) products were 
the primary factor in the strong sales gains in 1989. The sales increase in 1988 was attributable to 
increases in the number o f units sold which contributed approximately 7% to sales growth, net 
increases in average selling prices of about 7% and the favorable effects o f changes in foreign 
currency exchange rates which contributed $3.7 million or about 1% to the sales growth.
The Company believes that sales increases have resulted primarily from the Company’s product 
innovations, performance o f its products, technical services provided by its salesforce and the 
production o f educational materials and films related to its surgical stapling products.
In 1989, the Company achieved record net income o f $30.6 million or $2.61 per share, which 
includes the net favorable effects o f special items o f $2.3 million or $.20 per share, compared with 
net income of $23.2 million or $2.00 per share in 1988 and net income of $20.1 million or $1.63 per 
share in 1987. Special items include receipt of $10 million from the settlement of a patent infringement 
claim less applicable legal expenses (see Item 3) and a $4.5 million writedown of certain assets (see 
Note B). Net income and net income per share, excluding the net favorable effects o f special items, 
increased 22% and 21%, respectively, in 1989.
The effects o f changes in foreign currency exchange rates compared with exchange rates that 
prevailed in the immediately preceding year decreased net income by $1.2 million in 1989 and 
increased net income by $.9 million in 1988 and $2.2 million in 1987. In 1988, net income included 
a $1.7 million gain ($2.8 million pretax) from foreign currency contracts. The effects o f gains and 
losses from foreign currency contracts on the Company’s 1989 and 1987 Consolidated Statements 
o f Income were immaterial.
Costs of products sold increased primarily as a result of higher volume. Costs expressed as a percent­
age o f sales increased to 37% in 1989, compared with 34% in 1988 and 35% in 1987. The percentage 
increase in 1989 resulted primarily from a change in product mix due to the introduction o f new 
products. The effects o f changes in foreign currency exchange rates decreased costs by $2.7 million 
in 1989 and increased costs by $1.0 million in 1988 and $2.3 million in 1987. Gross margin from opera­
tions (sales less cost o f products sold) was 63%, 66%, and 65% in 1989, 1988, and 1987, respectively.
The Company’s investments in research and development during the past three years (1989— 
$13.9 million; 1988—$14.0 million; 1987—$10.1 million) have yielded numerous product improvements 
as well as the development o f 70 new products, including size variations in 22 categories.
During the second half o f 1990, the Company plans to enter the $1.2 billion suture segment of 
the wound closure market. Several recent actions by the Food and Drug Administration (FDA) further 
paved the way to this launch. On August 24, 1989 the FDA granted the Company permission to
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market catgut sutures. A t the same time, petitions from Johnson & Johnson and American 
Cyanamid Company, requesting that the FDA reverse its decision to reclassify catgut sutures, were 
denied. Reclassification reduces the normal FDA approval time for a product from several years to 
as short as 90 days. These two FDA decisions gave the Company final clearance to manufacture and 
market catgut sutures without additional regulatory approvals. On September 15, 1989, the FDA 
approved the Company’s petition to reclassify synthetic absorbable sutures, which represent more 
than one-third o f all suture sales. A  request for reconsideration o f that approval and a stay o f the 
Company’s 510(k) application for synthetic absorbable sutures during reconsideration has been 
filed by Johnson & Johnson and is now pending. The FDA is proceeding with its processing of the 
Company’s 510(k) application, and the Company expects that the FDA will act positively on this 
submission. Approval o f a 510(k) for stainless steel sutures was received in 1987. The FDA approvals 
o f reclassification for catgut and synthetic absorbable sutures and the expected FDA approvals o f 
the other reclassification petitions will facilitate the Company’s plan to expand into the suture segment 
o f the wound closure market commencing in the second half o f 1990. In connection with that effort, 
the Company has developed a proprietary synthetic absorbable suture and other sutures. The 
Company believes that its sutures will offer a number o f important benefits to the surgeon 
unmatched by competitive products.
Although selling, administrative and general expenses increased as a result o f the expansion of 
the Company’s domestic and international sales organizations, these expenses expressed as a 
percentage of sales declined to 45% in 1989, compared with 48% in 1988 and 47% in 1987. The Company 
has been the target o f animal rights activists. Included in selling, administrative and general 
expenses are expenditures associated with protecting the Company’s personnel, property and methods 
o f operation from such activists. The effects o f changes in foreign currency exchange rates 
decreased expenses by $2.7 million in 1989, and increased selling, administrative and general 
expenses by $1.7 million in 1988 and $3.2 million in 1987. The $1.7 million effect in 1988 o f changes 
in foreign exchange rates was more than offset by gains o f $2.8 million from contracts to sell foreign 
currencies in the future.
The Company’s effective income tax rate applied to income from operations was 30% for 1989, 
compared with 27% in 1988 and 30% in 1987. The Company’s effective income tax rate for 1989 
excluding the effect o f special items was 28%. These effective income tax rates reflect benefits from 
manufacturing operations in Puerto Rico. The tax rates for 1989 and 1988 reflect other legislated 
changes including a reduction in the U.S. statutory corporate tax rate from 40% to 34%. The effects 
o f changes in foreign currency exchange rates decreased taxes by $.3 million in 1989 and increased 
taxes by $.1 million in 1988 and $.3 million in 1987.
The average number o f common shares outstanding used in the computation o f net income per 
share was 11.7 million in 1989, compared with 11.6 million in 1988 and 12.3 million in 1987. The net 
decrease in the average number o f common shares outstanding in 1989 and 1988 as compared with 
1987 resulted from the acquisition by the Company o f some o f its outstanding Common Stock 
(1,954,357 shares acquired from October 1986 through December 31, 1989). The Company began to 
pay quarterly cash dividends on its Common Stock in 1985, and annual dividend payments totaled 
$ .70 per share in 1989, $ .60 per share in 1988 and $ .45 per share in 1987.
The Financial Accounting Standards Board issued FAS No. 96—Accounting for Income Taxes in 
December 1987. The Company will adopt this accounting standard by the required date (January 
1, 1992) and the Company does not anticipate that its adoption w ill have a material effect on the 
Company’s consolidated financial statements.
• •••
DIVISION BY YEAR OF OPERATION
ACME-CLEVELAND CORPORATION, SEPTEMBER 30, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
Revenue and Incoming Orders
Consolidated net sales increased in fiscal 1989 by $14.9 million, or 8% over fiscal 1988, to $191.0 
million. Sales of metalworking products increased by $9.4 million to $128.3 million and telecommunica­
tions and electronics products by $5.5 million to $62.7 million.
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Customer orders increased in fiscal 1989 by $18.4 million, or 10% over fiscal 1988, to $201.4 mil­
lion. Orders for metalworking products increased by $16.8 million to $139.6 million and telecommu­
nications and electronics products by $1.6 million to $61.8 million.
Customer order backlog at the end o f fiscal 1989 was $35.7 million, $7.1 million, or 25% higher 
than at the end o f fiscal 1988. Approximately $30.7 million o f such backlog was for metalworking 
products, and $5.0 million was for telecommunications and electronics products.
Expenses
Cost o f products sold increased by $7.0 million to $131.8 million in fiscal 1989. As a percentage 
o f sales, however, cost o f products sold improved from 71% in fiscal 1988 to 69%.
Cost o f metalworking products sold increased by $4.7 million to $92.2 million, but improved as 
a percentage o f sales to 72% from 74% in fiscal 1988. Increased product costs o f $7.6 million 
associated with higher sales volume and the absence in fiscal 1989 o f income from the liquidation 
of inventories valued under the last-in, first-out (LIFO) method o f accounting were partly offset by 
reduced manufacturing costs o f $7.0 million. Fiscal 1988 results included $4.1 million o f LIFO 
income.
Cost of telecommunications and electronics products sold increased by $2.3 million to $39.6 million 
in fiscal 1989, but improved as a percentage of sales to 63% from 65% in fiscal 1988. Increased product 
costs of $2.8 million associated with higher sales volume were partly offset by reduced manufacturing 
costs o f $.5 million.
Selling, general and administrative expense increased marginally in fiscal 1989 over the previous 
year. Fiscal 1988 included $1.8 million o f nonrecurring relocation expense. As a percentage o f sales, 
the recurring portion o f such expense remained constant at 24%. The $3.6 million decrease in 
depreciation and amortization expense in fiscal 1989 resulted from the write-down of assets at the 
end o f fiscal 1988.
Operating Results
Operating earnings for metalworking products improved from $.2 million in fiscal 1988 to $4.7 
million in fiscal 1989. Margins from higher sales and improved manufacturing performance of $4.7 
million, lower depreciation and amortization expense of $.8 million, and the absence o f write-downs 
o f $2.0 million which were incurred in fiscal 1988 were partially offset by increased selling, general 
and administrative expense of $2.5 million. Fiscal 1988 also included a gain of $.5 million from the 
sale o f a product line.
Operating results for telecommunications and electronics products improved from a loss in fiscal 
1988 o f $24.0 million to earnings o f $4.7 million in fiscal 1989. Operating results for fiscal 1988 
included a provision for asset write-downs and other estimated costs o f $21.5 million. Margins from 
higher sales and improved manufacturing performance o f $3.2 million, reduced selling, general and 
administrative expense o f $.7 million, lower depreciation and amortization expense o f $2.6 million 
and nonrecurring other income o f $.7 million from the sale o f a minority interest accounted for the 
remainder.
General corporate and other income and expense improved in fiscal 1989 to net income o f $.4 
million from net expense in fiscal 1988 o f $2.8 million. Fiscal 1988 included provision for asset 
write-downs and other estimated costs o f $1.2 million. The remaining difference o f $2.0 million was 
due to reduced general corporate expenses o f $.4 million, lower foreign currency and translation 
losses o f $.5 million, and higher interest and other corporate income o f $1.1 million.
Income taxes before extraordinary credit in fiscal 1989 amounted to $3.7 million on earnings 
from continuing operations of $8.9 million, for an effective tax rate o f 42%. Income taxes in fiscal 
1988 o f $1.7 million were provided on a loss from continuing operations o f $27.8 million because of 
income taxes for individual state, local, and foreign jurisdictions and the nonavailability o f tax 
benefits on current U.S. operating losses. The reader’s attention is directed to Note E to the financial 
statements which discusses Financial Accounting Standards Board Statement No. 96, ‘ Accounting 
o f Income Taxes,’’ and its estimated impact on future results.
Discontinued Operations
Note B—Litigation discusses material pending litigation involving Vickers, Incorporated. The 
ultimate outcome o f that litigation is unknown. However, the Corporation believes the District 
Court judgment of approximately $10 million which was rendered against Acme-Cleveland Corporation 
is contrary to the facts and applicable law and will pursue its rights of appeal. Accordingly, no provision
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for any liability that may result has been made in the accompanying consolidated financial statements, 
in accordance with the provisions o f Financial Accounting Standards Board Statement No. 5, 
“Accounting for Contingencies.”
Fiscal 1988 included charges to discontinued operations o f $2.0 million for the write-off of 
inventories and $.4 million for additional accruals.
Net Earnings/Loss
Net earnings for fiscal 1989 were $7.0 million, or $1.07 a common share. This compares to a net 
loss in fiscal 1988 o f $31.9 million, or $5.12 a common share.
Nonrecurring other income in fiscal 1989 totaled $1.0 million, or $.16 a common share. The net 
loss for fiscal 1988 included unusual and nonrecurring charges and relocation expenses o f $28.8 million 
and the gain from the sale o f a product line o f $.5 million, for a net loss from such items o f $28.3 
million, or $4.51 a common share. Improved operating earnings and other expense accounted for 
the balance o f the earnings improvement.
The net earnings from continuing operations for fiscal 1989 would have been $9.2 million, or 
$1.42 a common share, had the Corporation used the first-in, first-out (FIFO) method o f inventory 
valuation adjusted for income taxes and assuming no other adjustments. Inventories would have 
been $73.5 million on the same basis at the end o f fiscal 1989, an increase o f $7.8 million over the 
previous year-end. This information is presented to enable the reader to make comparisons with 
companies using the FIFO method o f valuation.
Prior Year Revenues and Earnings
Fiscal 1988 results included $28.8 million of unusual and nonrecurring charges and relocation 
expenses and a $ .5 million gain from the sale o f a product line. The charges consisted o f $16.0 million 
for the write-down of the Corporation’s investment in Communications Technology Corporation, 
$3.3 million for the write-down of investments, $5.6 million for increases to inventory reserves, $1.8 
million for relocation expenses, and $2.1 million for miscellaneous accruals.
Consolidated net sales at $176.1 million were essentially unchanged from fiscal 1987. In fiscal 
1988, sales o f metalworking products increased nominally to $118.9 million and sales o f telecommu­
nications and electronics products decreased $.5 million to $57.2 million. Customer orders were 
$183.0 million, an increase o f 3% over the $117.6 million received in fiscal 1987. Changes in customer 
orders booked by the two business segments were consistent with the overall gain. The customer 
order backlog at the end of fiscal 1988 was $28.6 million, or $3.9 million higher than at the end of 
fiscal 1987. Approximately $1.7 million of the increase was for metalworking products and $2.2 million 
was for telecommunications and electronics products.
The cost o f products sold, exclusive o f depreciation, amortization and certain costs included in 
the provision for asset write-downs, increased as a percentage o f sales from 70% in fiscal 1987 to 
71% in fiscal 1988, or $2.0 million. The increase in cost o f products sold was due primarily to lower 
income being realized from the liquidation of LIFO inventories. LIFO income was $4.5 million in fiscal 
1988 against $6.4 million in fiscal 1987. A ll but $.4 million o f the income in fiscal 1988 was in metal­
working products.
Selling, general and administrative expense, including nonrecurring relocation costs of $1.8 million, 
decreased $.5 million in fiscal 1988 to $44.4 million. The recurring portion o f such expense as a 
percentage o f sales decreased from 25% to 24%.
Interest expense decreased by $1.0 million in fiscal 1988 due to the absence o f domestic bank 
borrowings under the Corporation’s credit agreement and scheduled payments o f long-term debt. 
Other expense for fiscal 1988 totaled $1.7 million, comparable to $1.3 million incurred in fiscal 1987.
Operating results in the metalworking products segment improved from a class o f $.6 million in 
fiscal 1987 to earnings of $.2 million on the same sales volume. Better product margins of $1.5 million, 
lower spending for selling, general and administrative expense o f $2.8 million, and the gain o f $.5 
million from the sale of a product line offset unusual and nonrecurring charges o f $2.0 million reported 
under provision for asset writedowns and a $2.3 million decrease in income from the liquidation o f 
LIFO inventories.
Operating results for the telecommunications and electronics products segment decreased from 
earnings o f $1.1 million in fiscal 1987 to a loss o f $24.0 million in fiscal 1988. The primary causes for 
the decrease included unusual and nonrecurring charges o f $21.5 million reported under provision 
for asset write-downs, an increase o f $2.3 million in selling, general and administrative expense, 
principally for product and market development and for relocation, and a loss o f $1.8 million in 
product margins.
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Income taxes o f $1.7 million were provided on a loss from continuing operations because o f 
taxes for individual state, local, and foreign jurisdictions and the non-availability o f current U.S. tax 
benefits. The effective tax rate in fiscal 1987 of 66% was higher than the statutory rate because of 
foreign and state income taxes and excise tax on the salaried pension reversion.
The net loss for fiscal 1988 was $31.9 million, or $5.12 a common share. This compared to net 
earnings in fiscal 1987 o f $11.3 million, or $1.74 a common share. Fiscal 1988 results included the 
unusual and nonrecurring charges and relocation expenses and the gain from the sale o f a product 
line noted earlier. Fiscal 1987 results included nonrecurring income of $17.1 million realized from 
the termination and replacement o f the Corporation’s salaried pension plan. The nonrecurring 
charges in fiscal 1988 and the nonrecurring income in fiscal 1987 account for virtually all o f the 
difference in net results between the two fiscal years.
The loss from continuing operations for fiscal 1988 would have been $30.7 million, or $4.93 a 
common share, had the Corporation used the FIFO method o f inventory valuation adjusted for 
income taxes and assuming no other adjustments. Inventories would have been $65.7 million on the 
same basis at the end o f fiscal 1988, a decrease o f $3.7 million from the previous year-end.
• •••
Impact o f Inflation
The Corporation’s financial statements were prepared under the traditional historical cost basis 
and were not intended to evaluate the impact o f inflation. High inflationary trends have dissipated, 
and management believes that the measurement of the impact of inflation would not be meaningful at 
this time. Since the Corporation uses the LIFO method o f accounting for purposes o f evaluating certain 
(68%) o f its inventories, the cost o f products sold will approximate current costs for such operations 
except in periods o f LIFO liquidation.
AMERADA HESS CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f Results of Operations and Financia l Condition 
1989 Compared With 1988
Results of Operations. Net income for 1989 amounted to $476 million ($5.87 per share) compared 
with net income o f $124 million ($1.51 per share) in 1988. Earnings for 1989 included a charge o f $30 
million ($.37 per share) for estimated expenses necessary to sustain refining and marketing operations 
as a result o f Hurricane Hugo. Results for 1988 included a charge of $30 million ($.37 per share) for 
capitalized exploration expenses related to certain properties for which the Company had no current 
development plans. In both 1989 and 1988, income taxes relating to domestic operations and certain 
foreign subsidiaries have not been recorded (other than alternative minimum taxes), reflecting the 
effects o f operating losses and the utilization o f net operating loss carryforwards.
The substantial improvement in 1989 was primarily due to sharply higher refining and marketing 
earnings and improved results o f exploration and production activities.
Refining and marketing operations had earnings of $452 million in 1989, including the $30 million 
charge related to Hurricane Hugo described above, compared with earnings o f $139 million in 1988. 
The large increase was primarily due to higher refined products margins, particularly during the 
first half of the year, reflecting selling prices (principally for gasolines, distillates and other light 
products) which increased faster than related increases in crude costs and operating expenses. 
Refined product sales volumes increased significantly (171 million barrels in 1989 compared with 
139 million barrels in 1988), which contributed to increased selling, general and administrative 
expenses during the year. The extremely favorable refined product margins that existed in 1989 
have not continued into 1990, as the cost o f crude oil has remained high and refined product selling 
prices have declined, which will have an adverse impact on first quarter 1990 refining and marketing 
earnings. The cost of crude oil and refined product inventories is determined on the first-in, first-out 
( “ FIFO” ) and average cost methods.
In mid-December, the Corporation’s Virgin Islands refinery returned to full operation after the 
interruption caused by Hurricane Hugo in September. Future results o f operations o f refining and 
marketing activities are not expected to be adversely impacted from the effects of the Hurricane. 
In early 1990, the Corporation expects to file a claim with insurance carriers covering property 
damage and business interruption at the refinery, the results o f which cannot be determined at 
this time.
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Earnings from exploration and production operations amounted to $128 million in 1989. Explo­
ration and production earnings in 1988 amounted to $64 million, after the $30 million charge for 
capitalized exploration expenses described above. The increase was primarily attributable to 
higher worldwide crude oil selling prices (approximately $3.00 per barrel), improved sales volumes 
o f natural gas in the United States and crude oil in the United Kingdom and Norwegian sectors of 
the North Sea, lower exploration expenses (including dry hole costs) and reduced lease impairment. 
Partially offsetting these factors were higher worldwide production expenses, increased depreciation, 
depletion and amortization charges and higher interest expense in the United Kingdom related to 
oil field development projects and oil and gas reserve acquisitions. Depreciation, depletion and 
amortization in 1989 reflects increased production volumes and reserve acquisitions in the United 
States and United Kingdom (North Sea) and adjustments due to oil and gas reserve revisions.
Future exploration and production earnings will be negatively affected by higher worldwide 
depreciation, depletion and amortization charges, primarily due to recent oil and gas reserve 
acquisitions.
Corporate administration and other activities (including transportation) had net expenses o f 
$104 million in 1989 compared with $79 million in 1988. The change was primarily due to increased 
interest expense (resulting principally from increased borrowings related to the oil and gas reserve 
acquisition in the United States) and lower pipeline and shipping revenues.
Higher interest expense associated with the increase in the Corporation’s debt (see “ Liquidity 
and Capital Resources” ) will have an adverse effect on the Corporation’s future earnings. Note 2 to 
the consolidated financial statements presents the pro forma effect on earnings o f the Corporation’s 
1989 oil and gas reserve acquisition in the United States.
Sales and other operating revenues for 1989 amounted to $5,589 million, an increase of $1,383 
million over 1988. The increase resulted primarily from higher crude oil and refined product selling 
prices and higher refined product sales volumes. Non-operating revenues include higher interest 
income in 1989.
A t December 31, 1989, the Corporation has approximately $100 million o f United States net 
operating loss carryforward and $38 million o f investment tax credit carryforward for financial 
reporting purposes. Note 10 to the consolidated financial statements provides additional details on 
the Corporation’s United States and foreign loss carryforwards.
• • • •
1988 Compared With 1987
Results o f Operations. Net income for 1988 amounted to $124 million ($1.51 per share) compared 
with net income o f $230 million ($2.73 per share) in 1987. Earnings for 1988 included a charge o f $30 
million for capitalized exploration expenses related to certain properties for which the Company 
had no current development plans. Results for 1987 included non-recurring income of $25 million, 
principally from a refund of foreign taxes and $47 million from a reduction in the estimated liability 
for deferred foreign income taxes. For the years 1988 and 1987, income taxes relating to domestic 
operations and certain foreign subsidiaries have not been recorded, reflecting the effects of operating 
losses and utilization o f net operating loss carryforwards.
The decline in 1988 net income was primarily due to lower exploration and production earnings 
which were offset in part by improved earnings from refining and marketing operations.
Earnings from exploration and production operations amounted to $64 million in 1988, including 
the $30 million charge described above. Earnings from exploration and production activities in 1987 
amounted to $297 million, including the effect o f the above-mentioned non-recurring income. 
Excluding special items, the decrease was primarily attributable to lower worldwide crude oil selling 
prices, increased exploration activities (including dry hole costs), lower U.S. crude oil production 
volumes, higher domestic production expenses and the effect of foreign currency exchange adjustments 
(reflected in “ Selling, general and administrative expenses”  in the Statement of Consolidated Income). 
Partially offsetting these factors were the effects o f higher United Kingdom and Norwegian, North 
Sea crude oil sales volumes (net o f related increases in depreciation, depletion and amortization 
expenses), higher U.S. natural gas selling prices and sales volumes and an insurance settlement of 
$8 million.
Refining and marketing operations had earnings of $139 million in 1988 compared with a loss of $19 
million in 1987. The increase was primarily attributable to improved margins on gasolines, distillates and 
other light products, largely reflecting the lower carrying value o f inventory at the beginning o f the 
year and lower crude costs during 1988.
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Corporate administration and other activities (including transportation) had net expenses of 
$79 million in 1988 compared with $48 million in 1987. The change was primarily due to the results 
o f trading activities and lower pipeline tariffs.
Total revenues for 1988 amounted to $4,264 million, a decrease o f $521 million from 1987, 
primarily due to lower selling prices and sales volumes o f refined petroleum products. Sales 
volumes o f refined petroleum products amounted to 139 million barrels in 1988 compared with 150 
million barrels in 1987.
• • • •
Effect of Inflation. General inflation continued to be moderate in 1989. However, the cumulative 
effect o f inflation over many years generally results in the estimated replacement cost of the Corpora­
tion’s assets being in excess of the amounts recorded in the historical financial statements. As a result, 
when new assets are acquired or constructed, the related depreciation, depletion and amortization 
can be expected to be higher than amounts presently reflected in the historical income statement. 
The Corporation is also affected by volatility in the specific prices o f crude oil and refined 
petroleum products and related operating costs, which are reflected in its consolidated revenues 
and results o f operations.
• • • •
AMP INCORPORATED, DECEMBER 31, 1989 
Management’s Discussion and Analysis
1989 vs. 1988
Sales increased 5% over 1988 to a new high o f $2.8 billion. A  stronger U.S. dollar and a decision 
to change the fiscal year-end from December 31 to November 30 in several Asia/Pacific segment 
companies, including Japan, negatively affected sales by approximately $130 million. The change 
in fiscal year-ends was a reaction to the increasing complexity of required financial reporting, and 
will permit the Company to meet its statutory and voluntary reporting deadlines with greater 
certainty.
Net income per share fell from $2.96 to $2.63 on slightly lower weighted average shares outstanding, 
as the Company repurchased 1,029,000 shares of its common stock during 1989. Had average exchange 
rates remained unchanged from 1988’s, and if  all Asia/Pacific segment companies had ended their 
fiscal year on December 31, net income per share comparisons would have been more favorable.
Operating income and pretax profit margins and returns on equity and assets declined during 
1989. Among the factors contributing to lower margins and returns were continuing pressure on 
selling prices, modest, but persistent, increases in the prices o f materials, services and wages and 
a $20 million pretax restructuring charge taken against U.S. operations in the second quarter.
U.S. segment sales to customers in 1989 were only slightly increased over 1988, when adjusted 
for a full year o f Matrix Science sales. Sales to the information systems industry, the largest market 
for U.S. operations, were essentially flat, as several o f the Company’s major customers experienced 
a difficult year. These conditions are anticipated to persist into at least the first half of 1990. Interna­
tional sales to customers, adjusted to comparable time periods, increased 13% in local currencies, 
but only 7% in U.S. dollars. Measured in U.S. dollars, international sales accounted for 54% of total 
sales in both years. Local currency sales growth was particularly good in the Europe and Americas 
segments but lagged in the Asia/Pacific segment, some portions o f which are more dependent upon 
U.S. end markets. The outlook for 1990 is for continued local currency growth comparable to 1989 
in all international segments. The exchange value of the U.S. dollar during any given period obviously 
is critical to the Company’s reported results in U.S. dollars.
U.S. segment pretax profit margins fell sharply from 1988 levels as sales growth stalled. The 
effect o f U.S. capacity consolidation and productivity improvements during 1989 and the several 
preceding years, and an early termination program for 529 employees in 1989, remains partially 
unrealized. As many U.S. manufacturers are experiencing, pressures on selling prices tend to over­
whelm efforts to reduce costs, resulting in lower operating margins. Pretax profit margins in the 
Asia/Pacific and European segments also declined in 1989, despite generally good local currency 
sales growth. Competitive pressures vary among the international segments, but are a strong factor 
in each. In addition, costs incurred in preparation for further expansion of international capacity and
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capabilities contributed to the decline in margins. The exchange value o f the U.S. dollar has some 
effect upon international margins, increasing or decreasing the cost o f imports from other segments 
and contributing to exchange gains or losses on the settlement o f intercompany transactions.
Net income margins decreased less than pretax margins due to a lower effective tax rate in 1989 
(38.3% versus 39.7%). The lower effective rate is attributable primarily to changes in the geographic 
source o f the Company’s income, as corporate tax rates vary widely from country to country.
The Financial Accounting Standards Board has further delayed the required adoption date o f 
Standard No. 96, “Accounting for Income Taxes.”  Consequently, the Company will defer its adoption o f 
this Standard until the first quarter of 1992. Adoption o f the Standard should not have a material 
effect upon the Company’s net income (Note 14, p. 30).
Another proposed, controversial Financial Accounting Standard, “Accounting for Employees’ Post- 
Retirement Benefits,”  should have little effect on the Company’s financial position or reported results, 
as the Company does not provide post-retirement medical benefits beyond normal retirement dates.
Gross margin on sales was lower in 1989 (35.0%)than in 1988 (37.3%). Sales price erosion, higher 
copper prices and restructuring costs contributed to the decrease. These were partially offset by an 
increase in manufacturing labor productivity, reflecting the Company’s extensive and ongoing 
investment in new and improved equipment and processes.
Depreciation and amortization expense was 6.4% of sales in 1989, up from 5.9% in 1988, following 
rising capital expenditures in each year since 1986. During 1989 the Company introduced the 
capitalization o f stamping dies and shortened the book life o f molds. Consequently, depreciation 
expense comparisons with previous years are slightly distorted. Also, included in amortization 
expense is the first full year o f goodwill amortization relating to the Matrix Science acquisition 
(Note 3, p. 26).
Research, Development and Engineering expense totaled $253 million in 1989 versus $238 million 
in 1988. RD&E spending relative to sales volume actually increased slightly in 1989. The Company’s 
investment in the creation and application o f new and improved products and processes is essential 
to its growth over the longer term and has seldom contracted in any year.
Selling, General and Administrative expense was 18.1% o f sales in 1989, up from 17.5% in 1988. 
Slower than anticipated sales growth contributed to the percentage increase. The Company has 
been able to contain SG&A costs within a range o f 17-20% of sales during the past decade.
Interest expense rose during 1989 as average debt outstanding was greater than in 1988 and 
interest rates increased sharply in several countries. The Company’s debt is almost exclusively in 
non-U.S. currencies and serves as a partial hedge against exchange rate changes.
Other Income, net decreased, despite greater investment earnings, as exchange losses increased. A  
favorable patent suit settlement had inflated 1988’s non-operating income.
1988 vs. 1987
Sales and earnings reached new levels in 1988, exceeding the previous highs established in 1987. 
Profit margins and returns on equity and assets exceeded those o f 1987 and were well above their 
depressed 1985 levels reached during an industry-wide correction.
Worldwide sales grew 15% in 1988, inclusive o f the sales o f Matrix Science Corporation acquired 
August 17, 1988. Approximately one-fifth of the sales growth was attributable to a further weakening 
o f the U.S. dollar. International sales to customers (54% of total sales) increased 19% in U.S. dollars 
and 13% in local currencies. U.S. sales to customers grew 10%.
Pretax profit margins reached 19.8% of sales in 1988 versus 18.6% in 1987. U.S. pretax profit 
margins continued to benefit from previous and ongoing capacity consolidations and productivity 
improvements. Pretax profit margins in international operations, where capacity utilization was at 
high levels, were little changed from 1987. Increased margins in the Europe segment were offset by 
declines in the Asia/Pacific segment where competitive pressure was more intense.
Customer pricing, reflecting industry overcapacity and strong competitive activity, was generally 
lower in 1988 than 1987 in most product lines and markets.
Net income increased 28% in 1988 as a result o f higher pretax income, a reduction in the U.S. 
federal corporate tax rate (34% vs. 40% in 1987) and a lowering o f corporate tax rates in several 
other countries. The effective tax rate was 39.7% versus 42.0% for 1987.
Gross margin on sales was 37.3% in 1988 versus 37.2% in 1987. This small improvement was less 
than the Company’s expectations at the beginning o f 1988, partly due to an unanticipated increase 
in the price o f copper.
The Company continued to reinvest approximately 9% o f its sales revenue in the creation and 
application of new and improved products and processes. Depreciation and Amortization expense
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decreased from 6.1% o f sales in 1987 to 5.9% in 1988, and Selling, General and Administrative 
expense dropped to 17.5% of sales, its lowest relationship to sales since 1984, another year o f strong 
sales growth. Other income, net was increased by the net proceeds from a patent infringement suit.
Prices and Costs
Inflation, generally modest during the 1987-1989 period in most countries in which the Company 
operates, nevertheless was a significant factor in that the prices o f materials, services and wages 
continued to increase, while the prices the Company obtained for its established products generally 
declined. Slowing U.S. sales growth in 1989 exacerbated the effect o f this phenomenon on profit 
margins. Tight controls on employment levels, facilities consolidations in the United States, improve­
ments in productivity and more effective procurement and sourcing o f materials could not totally 
offset price erosion.
The connector industry continues to exhibit too much capacity and too many participants. As 
the current largest participant, the Company expects to be one o f the survivors o f an inevitable 
industry shakeout and ultimately it will gain market share at the expense o f its competitors. Progress 
may be uneven and cost increases, such as the rapid rise o f copper prices from 64 cents/lb in early 
1987 to a peak o f $ 1.64 in late 1988 and a present level o f about $ 1.10/lb, w ill remain difficult to pass 
through to customers. Gold and plastic resins, two other commodities important to the Company, 
are also subject to wide price fluctuations, particularly gold. Sales contracts frequently allow for 
price adjustments on the gold content o f the Company’s product.
The Company’s strategy for maintaining and improving its industry position is the continuing 
development o f new products o f greater value to customers, constant attention to cost controls and 
continued improvements in its quality and service levels.
The Company believes the availability o f the materials and labor skills it requires will remain 
adequate during 1990. Wage rate increases in the 1987-1989 period have closely paralleled industry, 
regional and national averages in the countries in which the Company operates.
• • • •
CINCINNATI MILACRON, INC., DECEMBER 31, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
Results o f Operations
The company’s financial results for the last three years, presented on page 21, are discussed 
below. The company operates in three business segments: industrial systems, plastics machinery 
and specialty products. Financial information for each o f these segments is presented on pages 3 and 4. 
Amounts previously reported have been restated to reflect the discontinuance o f the company’s 
laser machine operations, effective in 1989.
1989 Compared to 1988
Sales and Other Income. Sales of $851 million in 1989 were unchanged from the 1988 level, as 
gains in plastics machinery and industrial systems shipments offset a decline in specialty products 
shipments. In March 1989, the company sold its semiconductor materials operations, which were 
included in the specialty product segment, resulting in a decrease in sales o f $34 million in 1989 
compared to 1988. Other income in 1989 included a $3.4 million gain from this sale. A fter reduction 
for income taxes o f $2.6 million (including $1.2 million o f investment tax credit recapture), the 
effect o f the sale was to increase net earnings by $.8 million, or $.03 per share.
Plastics machinery sales o f $287 million were 9% higher than in 1988, principally due to 
increased demand for this segment’s U.S.-produced injection molding machines. Industrial systems 
sales o f $424 million were 1% greater due to increased sales o f machine tools and electronic controls 
which were partially offset by reduced sales o f robots and large integrated metalcutting systems. 
Excluding the sales o f the semiconductor materials operations, specialty products sales increased 
by 4%. Included in this segment are record sales for the company’s metalworking fluids operations.
Sales o f all segments to foreign markets were $231 million in 1989 and $227 million in 1988. This 
increase resulted from the company’s foreign operations which were partially offset by reduced 
U.S. exports o f $84 million compared to $91 million in 1988.
New Orders and Backlog. New orders o f $835 million in 1989 declined 9% from 1988 levels. Over 
half o f the decrease was related to the sale o f the semiconductor materials operations, while the
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remainder was due principally to a softening in demand for certain industrial systems products— 
especially from the automotive industry. A t year end 1989, the backlog was $347 million compared 
to $373 million at year end 1988. The principal reasons for the decrease were the sale o f the semi­
conductor materials operations and shipments in excess o f new orders in plastics machinery.
Margins, Costs, and Expenses. In 1989, the company’s manufacturing margin fell to 23.7% from 
25.1% in 1988, as improved performances in plastics machinery and metalworking fluids were offset by 
declines in certain machine tool lines, coordinate measuring machines and industrial robots. The 
decline in machine tool margins resulted from the implementation o f new manufacturing processes 
and technologies at a time of greatly increased demand. This situation led to temporary but costly 
delays and, when production did increase, the result was shipment o f lower-margin products. By 
the end o f the year, the company had increased production significantly in all its machine tool focus 
factories but continued to address manufacturing efficiency, especially in its grinding machines 
operations, where losses persisted. The impact o f inflation on margins was not significant due to the 
moderate level of inflation during the year and the use of LIFO, which matches current costs with 
revenues, to value the majority o f inventories.
Selling and administrative expenses o f $151 million increased by 1% from the 1988 level as the 
company continued to implement cost control procedures that substantially offset the effects o f 
inflation. Interest expense in 1989 was approximately equal to the 1988 level as average debt 
declined and the company’s average borrowing rate rose slightly.
Income Taxes. The company’s effective tax rate increased to 47.6% in 1989 compared to 42.6% 
in 1988. The increase was primarily a result o f the investment tax credit recapture and foreign 
losses on which no tax benefits were available.
Earnings. Earnings from continuing operations before extraordinary item were $18.4 million, 
or $.75 per share, compared to $26.4 million, or $1.08 per share in 1988. Net earnings in 1989 included 
a $6.8 million loss on the sale and discontinuance o f the company’s laser machine operations, 
including a $4.5 million ($ .18 per share) loss on the sale, and a $2.3 million ($ .10 per share) operating 
loss. Net earnings in 1989 also included an extraordinary tax benefit from loss carryforward o f $5.7 
million compared to $12.1 million in 1988. This U.S. net operating loss carryforward was fully utilized 
during 1989. Net earnings o f $17.4 million, or $ .70 per share, were lower than the 1988 level o f $37.1 
million, or $1.52 per share.
1988 Compared to 1987
Sales and Other Income. Sales increased 3% in 1988 as the plastics machinery and specialty 
products segments each increased shipments by 14%, while sales in the industrial systems segment 
declined by 6%. The plastics machinery increase reflected continued gains in U.S. market share, 
particularly in injection molding. Of the 14% sales increase for specialty products, over half was due 
to higher sales o f the semiconductor materials operations, which were sold in 1989. In addition, 
metalworking fluids and grinding wheels posted record sales. The 1988 sales decline in industrial 
systems was due principally to a reduced backlog at the start o f the year.
Sales to customers outside the U.S. in 1988 were $227 million, a 4% increase from the 1987 level 
o f $219 million. This increase resulted from higher U.S. exports, which increased to $91 million in 
1988 from $78 million in 1987. In 1987, the company recorded other income o f $3 million resulting 
from certain patent dispute settlements and provisions.
New Orders and Backlog. New orders for industrial systems led to a substantial increase in the 
backlog at the end o f 1988. This gain combined with increases in plastics machinery and specialty 
products led to a 15% increase in new orders in 1988 and pushed the consolidated backlog up 20%.
Reorganization. To improve the company’s competitive position, a major reorganization o f 
machine tool, robot and semiconductor materials operations was begun in the fourth quarter o f 
1987, resulting in a charge, on which no tax benefits were available, o f $83 million, or $3.46 per 
share. The reorganization, which made substantial progress in 1988 and continued into 1989, 
affected many facets o f operations including research and engineering, manufacturing, marketing, 
and customer service.
Margins, Costs, and Expenses. Manufacturing margins in 1988 showed substantial improve­
ment compared to 1987 principally due to the reorganization program. Volume increases in the plas­
tics machinery and specialty products segments also contributed to the improvement.
Selling and administrative expenses as a percentage of sales were 17.6% and 17.9% in 1988 and 1987, 
respectively. The decline was due principally to cost reduction programs related to the reorganization.
Due to decreased customer financing activities and the sale of $20 million of installment receivables 
in 1988, interest income decreased $3 million in 1988. Interest expense declined by $5 million in 
1988 due principally to reduced borrowing levels.
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Income Taxes. The 1988 effective tax rate o f 42.6% exceeded the U.S. federal rate o f 34% due 
to the effects o f state and local taxes, foreign operations and certain additional provisions.
Earnings. Earnings from continuing operations before extraordinary item in 1988 improved to 
$26.4 million, or $1.08 per share. Net losses from discontinued laser machine operations were $1.5 
million in 1988 and $3.8 million in 1987. In 1988, the company recognized an extraordinary tax benefit 
of $12.1 million, or $.50 per share, from utilization of a portion of its net operating loss carryforward, 
resulting in net earnings of $37.1 million, or $1.52 per share. The net loss for 1987 o f $80.0 million, 
or $3.35 per share, resulted principally from the reorganization charges.
• • • •
Outlook. The company expects that operating results for the first half of 1990 will be substantially 
lower than comparable 1989 levels. First half o f 1989 earnings from continuing operations before 
extraordinary item were $10.6 million, or $.44 per share. First half 1990 results will be adversely 
affected by the recent softness in the U.S. economy in general, and in the automotive industry in 
particular, which is resulting in lower orders for both plastics machinery and machine tools. In addition, 
continuing losses in the grinding machine business will negatively affect 1990 results.
The company’s overall 1990 prospects depend to some extent on the health o f the U.S. economy, 
and there is concern about recent softness in consumer goods and automotive production. However, 
other market sectors are stronger, especially commercial aircraft manufacturing.
HARSCO CORPORATION, DECEMBER 31, 1989
Management’s Discussion of Financial Condition and Results of Operations
• • • •
Results o f Operations:
1989 Compared With 1988
Sales for the year of $14 billion, the highest ever, were up 6% from 1988, with most product classes 
posting gains. Wheeled vehicles in the Defense Group, as well as process equipment, railroad equip­
ment, and gas control and containment equipment contributed significantly to the sales improvement. 
Demand for roofing granules, grating, pipe fittings, and scaffolding equipment also contributed to 
the sales increase, but to a lesser extent. These gains were partially offset by lower sales o f tracked 
vehicles in the Defense Group and plastic products.
Operating expenses increased as a result of higher sales volume and net unfavorable adjustments of 
$85.3 million in the Defense Group. Selling and administrative expenses increased as a result of 
higher sales volume and an increase in compensation costs. The effective tax rate increased to 49% 
from 43% principally as a result o f book and tax differences on operations sold during the year.
Net income was $11.4 million, down 63% from 1988. The loss provisions in the Defense Group, 
which reduced net income by $53.8 million, as well as the impact o f adverse market conditions 
affecting plastic products more than offset the improvement in profit margins for certain product 
classes. The decrease in earnings also reflected lower gains on the sales o f assets which together 
with the increased joint venture costs for the development o f a new series of trucks for the U.S. 
Government more than offset gains related to the discontinuance or disposal o f certain operations.
1988 Compared With 1987
Sales for the year were $1.3 billion, up 9% from last year. Increased demand for gas control and 
containment, metal reclamation and related services, pipe fittings, plastic products, and process 
equipment contributed significantly to the sales improvement as did grating, but to a lesser extent. 
These gains were partially offset by lower defense sales.
Cost of sales increased with higher sales volume, increased costs of material, environmental 
considerations, and unfavorable adjustments for certain tracked vehicle contracts in defense. These 
unfavorable adjustments resulted from revised cost-to-complete estimates and loss contingencies. The 
increase in selling and administrative expenses reflects higher compensation costs, commissions 
and the inclusion o f acquired companies.
Despite a decrease in the federal income tax rate to 34% from 40% under the Tax Reform Act 
o f 1986, the effective rate for income taxes in 1988 increased to 43% from 41% in 1987. This was due
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principally to a larger proportional share o f consolidated earnings arising from foreign sources 
which are taxed at higher rates than domestic sources.
Net income was $31.1 million, down 51% from 1987, which was a record year. The decrease was 
attributable to the Defense Group operating at a loss in 1988 as compared to a profit in 1987; this 
more than offset the increase in income o f the other two operating groups. Lower earnings also 
reflect the increase in interest expense and bid and proposal costs associated with the Company’s 
participation in a joint venture to develop a new series of military trucks, which were partially offset 
by a gain on the sale o f an investment.
1987 Compared With 1986
Sales for the year were $1.17 billion, up 3% from last year, with almost all principal product 
classes posting gains. This increase is attributed to improved sales for gas control and containment, 
metal reclamation and related services, military vehicles, and pipe fittings. Also contributing to the 
sales gain, but to a lesser extent, were the inclusion o f product sales from acquisitions made in 1986. 
These gains were partially offset by the divestment o f operations for which the then current and 
predicted performance was unsatisfactory. Demand for scaffolding, shoring, and concrete forming 
equipment was down.
Cost of sales increased due to higher volume and provisions for additional costs on certain contracts 
in the Defense Group. Selling and administrative expenses decreased in comparison with 1986 as a 
result of lower provisions for uncollectible receivables and the divesting and restructuring of operations. 
There was a small loss from facility discontinuances or disposals in 1987 compared with a sizable 
loss in 1986. Despite a decrease in the federal income tax rate to 40% under the Tax Reform Act of 
1986, the effective rate for income taxes in 1987 o f 41% was only slightly lower than the 42% in 1986 
when favorable tax adjustments related to prior years were recorded.
Net income was $63.3 million, a record high, up 36% from 1986. The increase resulted from an 
overall improvement in profit margins in many product classes. The decrease in interest income was 
more than offset by lower interest expense; the decrease in other income reflects the reduction in 
1986 o f amounts recorded for certain legal proceedings. Net income was reduced in 1986 due to a 
$3.2 million after-tax extraordinary charge resulting from the repurchase o f certain debt.
Outlook
The Company’s performance over the next couple o f years will depend, to a major extent, on 
just when and how the legal and contractual issues in the Defense Group’s tracked and wheeled 
vehicle contracts, discussed in Note 10 of the financial statements, are resolved. Assuming the 
general industrial economy remains strong, Industrial Services and Building Products and 
Engineered Products should post solid performances in 1990. The key to the magnitude o f increased 
profitability, however, rests with Defense.
With respect to Defense spending, there are clear indications that the movement toward 
democracy in Eastern Bloc countries will result in cuts in the defense budget. The extent to which 
these cuts will impact on the Company’s defense operations is not clear. As to existing contracts, the 
preliminary budget request for 1991 provides no funding for the fifth  program year for the five-ton 
trucks but it does include funds for the exercise of the sixth option on the ACE contract. Management 
anticipates that cancellation o f the fifth  program year o f the truck contract may have a slightly 
favorable impact on earnings and that the exercise o f option six on the ACE contract will result in 
an additional loss o f at least $21 million unless the claims, discussed in Note 10 o f the financial state­
ments, are favorably resolved beforehand.
• • • •
Sales and Earnings
Sales for the year ended December 31 came in at a record high o f $1.4 billion, up 6% from the 
$1.3 billion posted in 1988. Both Engineered Products and Industrial Services and Building Products 
once again turned in record performances at $555.3 million and $454.9 million, up 13% and 2%, 
respectively. The Defense Group recorded sales o f $341.0 million, just edging the results reported the 
prior year. While there were no major acquisitions made in 1989, over the past nine years Harsco has 
purchased 21 companies, or the assets o f companies which had sales at the time o f purchase in the 
aggregate of $232.0 million. The return on sales was .8% as compared with the 2.4% recorded in 1988.
Net income in 1989 was $11.4 million, reflecting the loss provisions with respect to the five-ton 
truck program of the BMY-Wheeled Vehicles Division and, to a lesser extent, the ACE program o f
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the BMY-Combat Systems Division. By way of contrasts, Industrial Services and Building Products 
and Engineered Products had operating profits o f $66.6 million and $48.5 million, respectively. 
Based on 26,261,017 average shares outstanding, earnings for the year were $.43 per share compared 
with the $1.17 per share recorded on 26,619,026 average shares outstanding the prior year.
Enhancing Shareholder Value
A  guiding principle o f the Company is to increase shareholder value. To that end, we have estab­
lished a corporate goal o f return on equity (ROE) o f 15%—16%. For operating control purposes, this 
translates into a return on assets (ROA) objective o f 11.5%—12.5%. Harsco also strives to maintain 
and, if possible, improve upon conservative asset management. Each division is expected to husband 
the resources entrusted to it, and a major measurement used to evaluate its performance if  (ROA). 
Incentive programs for both division and corporate managements are based, to a large extent, on ROA.
ROA is calculated by dividing income before income taxes, interest expense and minority 
interest by assets. In developing this measurement for internal purposes, the Company uses the 
average assets employed and allocated to each division over a full year.
In 1989, the Company’s ROE was 2.8% and its ROA was 4.1%, reflecting the losses reported by 
the Defense Group.
Capital Stock. For many years, it has been and continues to be the policy o f Harsco to reacquire 
its stock in the open market or in private purchases. Under this policy 244,000 shares were purchased 
in 1989. At year-end, there were 5,308,946 shares in the treasury. The cost o f these shares is approxi­
mately $124.9 million at an average price o f $23.53 per share.
A t December 31, there were 26,210,772 shares o f common stock outstanding compared with 
26,435,824 shares at the end o f 1988. A t year-end, there was a total of 300,009 shares exercisable 
under a stock option plan that expired in January 1985 and an employee stock option plan approved 
by shareholders in April 1986.
• • • •
Research and Development. Harsco spent $6.3 million on internal research and development 
programs in 1989. An additional $20.1 million was customer-sponsored, primarily for the Defense 
Group, where work is ongoing on 36 research and development programs, 30 o f which are funded 
by the U.S. Government. Harsco spent $3.4 million on internally funded programs for Defense in 
1989. Funding for the Engineered Products Group was $2.2 million while $.7 million was allocated 
to the Industrial Services and Building Products Group. To tal R&D spending, including both internal and 
customer-sponsored expenditures, was $26.4 million.
Backlog. The Company uses the terms backlog and orders-on-hand interchangeably. Contracts 
of the Industrial Services and Building Products, namely those for metal reclamation and specialized 
support services for steel producers, as well as those for scaffolding, shoring and concrete forming 
equipment and for roofing granules and slag abrasives are not quantifiable and are, therefore, not 
included in the total. Harsco’s backlog stood at an all-time high o f $1.54 billion; $1.40 billion was 
dedicated to the Defense Group, o f which 23% were foreign orders. Only orders which are funded 
by the U.S. Government as o f December 31, 1989, are in the valuation.
STONE CONTAINER CORPORATION, DECEMBER 31, 1989 
Operating and Financial Review
• • • •
Results of Operations
The Company’s results of operations for the most recent three years are summarized as follows: 
[A table that follows in  the original is omitted here.]
1989 Compared With 1988. Net income o f $286 million, or $4.76 per common share, decreased 
from the amount reported for 1988 primarily due to newsprint price discounting and wood cost 
increases. Increases in interest expense and goodwill amortization, related to the purchase of Stone- 
Consolidated, and an increase in the Company’s effective tax rate also negatively impacted the 
Company’s 1989 net income.
Sales for 1989 increased 42.4 percent over 1988 sales. The significant increases in sales for each 
business segment were almost entirely due to volume increases resulting from the Company’s 1989
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acquisitions. Approximately $1.3 billion o f the 1989 sales increase was contributed by Stone- 
Consolidated. The 1989 consolidation o f Stone Savannah River and Seminole had no effect on the 
Company’s sales as the Company purchases and resells all o f the output produced by these mills.
The following table presents sales by business segment, with percentage increases: [A table that 
follows in  the original is omitted here.]
In addition to the volume increase generated by the Stone-Consolidated acquisition, the paperboard 
and paper packaging segment benefited from significant volume increases at the corrugated 
container and bag plants that it owned prior to such acquisition. Average prices for this segment’s 
products remained relatively unchanged from those of the prior year, with the exception of a reduction 
in corrugated container prices.
During 1989, newsprint prices fell significantly in anticipation o f new industry capacity that 
has just begun to come on stream. However, market pulp price increases somewhat offset the 
depressed newsprint prices in this segment.
Other income for 1989 increased due to $28.5 million o f foreign currency transaction gains. 
Additionally, gains o f $21.6 million from the sale o f a non-integrated bag plant and $9.8 million from 
the sale o f certain timberland holdings, partially offset by $15.7 million loss from the writedown of 
investments in affiliates, contributed to the increase. The Company executed cross currency swaps 
in November 1989 to minimize the future foreign currency exposure related to the U.S. dollar 
denominated debt o f Stone-Consolidated.
The increase in cost o f products sold, as a percentage o f sales, resulted primarily from price 
discounting in newsprint along with wood cost increases.
The decrease in selling, general and administrative expenses, as a percentage o f sales, primarily 
reflects the lower selling, general and administrative expenses, as a percentage o f sales, incurred by 
the Stone-Consolidated operations.
The increase in depreciation and amortization for 1989 was principally due to depreciation 
expense on the assets acquired as part o f the Stone-Consolidated acquisition. Additionally, the 
Company recorded approximately $21 million o f goodwill amortization expense relating to the 
purchase o f Stone-Consolidated.
The majority o f the increase in 1989 interest expense was due to the higher level o f debt taken 
on by the Company to finance the purchase o f Stone-Consolidated.
Interest income significantly increased in 1989 primarily due to income generated by Stone- 
Consolidated. The majority of such interest income was generated by the investment of the proceeds 
from non-core asset sales prior to the use o f such proceeds to pay down debt.
The increase in equity income from affiliates was due primarily to earnings contributed by the 
Company’s 1989 equity investments in Titan, MacMillan Bathurst, Inc., and Power Consolidated 
(China) Pulp Inc.
The effective tax rate increased to 40.6 percent in 1989 from 37.8 percent in 1988. This increase 
was mainly caused by increased amounts o f non-deductible amortization and depreciation relating 
to the Stone-Consolidated acquisition.
1988 Compared With 1987. Net sales o f $3.7 billion for 1988 increased 16 percent over sales o f 
$3.2 billion for 1987, of which 11 percent was due to price increases and 5 percent to volume increases. 
The major factors contributing to the sales price increases were strong demand for the Company’s 
products, in both domestic and export markets, coupled with limited additions to industry capacity. 
Volume increases were for the most part generated by the bag plants acquired in the 1988 acquisition 
o f Trinity Paper and Plastics Corporation and by the inclusion o f a full year’s sales o f the Southwest 
operations acquired in April 1987.
Cost o f products sold, as a percentage of net sales, decreased because the significant increases 
in sales prices more than offset increases in costs.
Interest expense decreased in 1988, primarily as a result o f the Company’s significant reduction 
in its outstanding debt from previous year levels. Interest cost savings from alternative financing 
sources (commercial paper and bid loans) also contributed to this decrease.
The 1988 effective tax rate was 37.8 percent, compared to 43.1 percent for 1987. This decrease was 
principally due to the decrease in the federal statutory rate to 34 percent in 1988 from 40 percent in 
1987.
Outlook. Current economic conditions indicate a healthy economy in 1990 and continued 
strong demand for the Company’s products.
For 1990, the Company expects to maintain pricing levels in the paperboard and paper packaging 
segment. Currently industry inventory levels at containerboard mills and box plants are lower than 
in the previous year and the mills are running at near capacity levels. Furthermore, the Company
28
does not anticipate significant additions to total industry paperboard and paper packaging capacity 
during the next year.
However, the 1990 results from this segment may continue to be adversely affected by increases 
in the cost o f wood, a primary raw material. Environmental concerns in the Pacific Northwest and 
increased costs for procuring wood in areas damaged by Hurricane Hugo have resulted in increased 
prices and a decreased supply o f wood.
Additionally, in order to balance inventory levels with those o f the industry, the Company shut 
down its linerboard mill in Missoula, Montana in mid-February 1990 for an indefinite period o f time, 
with current plans calling for a minimum of thirty days.
In the white paper and pulp segment, newsprint prices deteriorated significantly throughout 
1989 but appear to have bottomed out and leveled o ff at year end. I f  newsprint prices remain at this 
lower level throughout 1990, average 1990 sales prices w ill be less than average prices realized in 
1989 and operating margins will likely be compressed.
The Company anticipates additions in 1990 to total industry capacity for white paper and pulp 
products and will continue to emphasize innovation, quality and service in order to maintain its 
strong market positions.
• • • •
DIVISION BY BUSINESS SEGMENT
CONTROL DATA CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
Results o f Operations
For the year ended December 31, 1989, Control Data reported a net loss o f $680.4 million, or 
$16.11 per common share, on revenues o f $2,934.5 million. This compares with 1988 net earnings o f 
$1.7 million, or $.03 per share, on revenues of $3,628.3 million, and 1987 net earnings of $19.3 million, 
or $.45 per share, on revenues o f $3,366.5 million.
These results reflect net pre-tax restructuring charges (credits) o f $663.3 million for 1989, $(5.6) 
million for 1988 and $(107.6) for 1987. The total restructure amount for 1989 included charges of 
$726.6 million, and gains of $63.3 million. The principal components of the 1989 charges included 
$335.0 million related to the discontinuance o f ETA Systems, Incorporated ( “ ETA Systems” ), the 
Company’s supercomputer subsidiary, $160.1 million related to the restructuring and downsizing of 
the Company’s Computer Products operations, and a $110.0 million provision for the planned divestiture 
o f VTC Incorporated ( ‘‘ VTC’), the Company’s semiconductor manufacturing subsidiary. For further 
information regarding restructuring charges recorded in 1989, see Note B, Operations and Investment 
Restructure, to the consolidated financial statements.
The $63.3 million in restructure gains in 1989 was attributable to the sale o f a number o f operations 
during the year. These divestitures included the sale o f Imprimis Technology Incorporated ( ‘ ‘Imprimis’’), 
the Company’s disk drive subsidiary, Action Data Services, a provider o f data processing services to 
the consumer finance industry, the Control Data Institutes in Europe and the Company’s third-party 
maintenance operations in Europe.
The restructure amounts in 1988 and 1987 included gains o f $4.0 million and $136.2 million, 
respectively, from the disposition o f the Company’s interest in Commercial Credit Company. The 
total restructure amount in 1987 also included various special charges, the most significant o f 
which was a $22.8 million charge related to Business and Technology Center ( ‘‘BTC’’) partnerships 
and BTCs owned by the Company. Results for 1987 also included an extraordinary loss of $5.7 million, 
resulting from early retirement o f debt, partially offset by benefits from the utilization of international 
tax loss carryforwards.
The Company’s revenues decreased $693.8 million, or 19.1 percent, from 1988 to 1989. Of this 
decrease, $661.6 million was associated with operations that were sold or discontinued during 1988 
and 1989. The Company’s revenues increased $261.8 million, or 7.8 percent, from 1987 to 1988. The 
table below sets forth the revenues for each o f the Company’s major product/service areas for the 
last three fiscal years: [A table that follows in  the original is omitted here.]
The Arbitron Company
Results for the Arbitron Company ( “Arbitron” ) include not only radio and television audience 
measurement operations, but also the SAMI and Burke market research operations. Approximately
29
80 percent o f the revenue decrease experienced by Arbitron from 1988 to 1989 was due to the sale 
o f the Burke custom market research operations in July 1989. The balance o f the revenue decrease 
was due to a continuing decline in demand for SAMI’s consumer product movement information 
based on warehouse withdrawal data (in contrast to data derived from product scanners), without 
a compensating increase in demand for scanner-based information. Although gross margins 
improved somewhat from 1988 to 1989, due principally to the Burke sale, they are expected to come 
under pressure in 1990 because o f increased costs anticipated in connection with the installation 
o f the ScanAmerica nationwide television ratings and product purchase survey system, Arbitron’s 
first venture into national television network ratings, and in connection with the implementation 
o f an automated television commercial monitoring system. Arbitron recorded restructuring charges 
in the fourth quarter 1989 involving the revaluation of certain assets acquired in the purchase of SAMI/ 
Burke, Inc. at the end o f 1987. As a result, Arbitron incurred a loss before interest and taxes in 1989. 
Excluding the restructuring charges, Arbitron’s earnings before interest and taxes were somewhat 
less in 1989 than in 1988.
The substantial increase in Arbitron’s revenues from 1987 to 1988 was due to the inclusion o f 
revenues from SAMI/Burke. As a percentage o f revenues, SAMI/Burke’s costs o f sales and operating 
expenses (consisting of selling, general, administrative and technical expenses) in 1988 were substan­
tially higher than those o f Arbitron’s audience measurement services. As a result, Arbitron’s 
profitability before interest and taxes decreased significantly from 1987 to 1988.
Automated Wagering/Ticketron
In December 1989, the Company sold the Ticketron sports and entertainment ticketing operations, 
which accounted for approximately one-fourth o f Ticketron’s 1989 revenues, while retaining the 
Automated Wagering operations. The revenue increase from 1988 to 1989 was in Automated Wagering, 
and was primarily due to revenues from the operation of the Florida lottery, which commenced in 
May 1988, and to increased levels o f wagering in certain states during 1989 due to record lottery 
jackpots. Although Automated Wagering’s contract with the Illinois lottery expired in the fourth 
quarter of 1989, the loss o f these revenues in 1990 is expected to be offset by the commencement 
in 1990 o f an on-line electronic competition in the United Kingdom for which Automated Wagering 
will provide hardware, software, and support services.
Ticketron’s gross profit as a percentage o f revenues decreased from 1988 to 1989 principally 
because of higher levels of costs associated with newer lottery contracts, including the costs of commu­
nication systems for state lottery networks. Over the same period, however, Ticketron’s operating 
expenses as a percentage o f revenues decreased to a somewhat greater degree, resulting in a modest 
improvement in 1989 over breakeven results in 1988. The sale of the ticketing operations is expected to 
result in reduced expense levels and an improved profit margin in 1990.
Ticketron’s revenue increase from 1987 to 1988 was due primarily to the commencement o f the 
Florida lottery, which more than offset the decreased revenues from the New York lottery, a portion 
o f which Automated Wagering ceased to service in September 1987. Largely because o f these 
developments, costs o f sales increased considerably more than revenues from 1987 to 1988, and 
profitability declined accordingly.
Business Management Services
The increases in revenues in Business Management Services during 1987, 1988 and 1989 
reflected an expanding customer base and expanded and enhanced product offering in its payroll 
processing, payroll tax filing and benefit claims processing operations. During 1989, Business 
Management Services upgraded its data processing capabilities to accommodate expected further 
growth in its operations. Revenues in 1989 and, to a lesser degree, 1988 also benefitted from higher 
interest income due to increased amounts held on behalf o f payroll tax filing customers and higher 
interest rates. The revenue increases noted above coupled with decreases in operating expenses as 
a percentage o f revenues during the three year period 1987 through 1989 caused earnings before 
interest and taxes to more than double during that period.
Computer Products
Approximately 60 percent o f the revenues decrease in Computer Products (which includes both 
computer systems and maintenance services operations) was attributable to operations sold or discon­
tinued during 1988 and 1989, including third party maintenance operations in Europe, the Control 
Data Institutes in Europe, and a remote data processing services business. The balance of the revenue
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decrease was due to a number o f factors. Demand for the Company’s mainframe products in the 
United States was generally weak during 1989, and world-wide demand for its CYBER 930 departmen­
tal level and CYBER 990 upper-range mainframes declined.
The Company’s lease base o f CYBER mainframes also continued to contract. Revenues from 
maintenance services declined due to lower maintenance prices and longer warranties on newer 
computer products. Partially offsetting these declines were increased revenues from mid-range systems 
and workstations, primarily reflecting overseas sales o f these products. The increase in mid-year 
systems was due to the introduction o f the CYBER 960, the first models o f which were shipped in 
October 1988. In January 1990, the Company completed the sale o f its third-party maintenance 
operations in the United States and Canada, which will result in a further reduction in revenues for 
Computer Products in 1990.
Computer Products’ gross profit as a percentage o f revenues decreased in 1989. The decrease 
primarily reflected a shift in product mix to newer products and products obtained from outside 
suppliers (primarily CYBER 910 workstations), pricing pressures, and the contraction o f the Company’s 
lease base, which has historically provided higher margins than have sale transactions. Pressures on 
gross margins in Computer Products are expected to continue in 1990, primarily due to continuing 
pricing pressures, increasing utilization of other manufacturers’ machines in the Company’s product 
offerings, and the likelihood o f lower margins on new products early in the product lifecycle, such 
as the CYBER 2000 supermainframe announced in late 1989 and expected to be available in the 
fourth quarter 1990.
In response to decreased revenues and margin pressures, Computer Products considerably 
reduced its operating expenses from 1988 to 1989. Such expenses did, however, increase somewhat 
as a percentage o f revenues. The largest portions of the decrease were from sold or discontinued 
operations and selling and technical expenses. These technical expense reductions reflect a decision on 
the part o f the Company to reduce the number o f its design and development projects. To maintain 
access to a wide array o f technologies in a timely and cost-effective manner, the Company has 
entered and will continue to enter into marketing and other cooperative arrangements with other 
manufacturers and communications companies. Through these cooperative arrangements, the 
Company has access to technologies and products needed to address numerically intensive computing 
markets and to provide products to manage large networks and information data bases. To facilitate 
a continued influx o f technology and products from entities with which it has cooperative arrange­
ments and from third-party software vendors, the Company intends to increasingly emphasize 
industry standards for its systems. The Company expects that increased utilization o f products 
provided by outside suppliers and cooperative arrangements should result in further reductions in 
expense levels, particularly technical expenses. It is not expected, however, that products to be 
marketed by the Company as a result o f more recent cooperative arrangements, such as those 
announced with MIPS Computer Systems, Inc., will have an appreciable effect on revenues until 
late in 1990.
Because o f the sizeable net restructuring charges recorded by Computer Products in 1989, it 
incurred significant losses before interest and taxes during 1989, after having been profitable in 
1988. Excluding restructuring charges and credits, Computer Products was profitable before 
interest and taxes in both the third and fourth quarter o f 1989, although not to a degree sufficient 
to offset losses during the first half o f the year.
Revenues in Computer Products also decreased from 1987 to 1988, particularly in the second half 
o f 1988. This decrease was principally due to decreased sales o f mid- and upper-range mainframes, 
especially in the U.S. The revenue decrease resulted from the delayed introduction of CYBER 960 
systems until October 1988, and reduced orders for CYBER 990 systems. The revenue decrease also 
reflected lower revenues from remote data processing services and in the maintenance services 
operations. Nevertheless, cost reductions undertaken in 1988, particularly in the maintenance 
services operations, improved Computer Products’ gross profits as a percentage o f revenues. 
Because operating expenses were not similarly reduced, Computer Products’ earnings before 
interest and taxes decreased approximately 57 percent from 1987 to 1988.
Data Services
Although revenues for the Company’s Data Services businesses decreased approximately 20 
percent from 1988 to 1989, the majority o f that decrease was due to the sale o f Action Data Services 
in the second quarter 1989. Significantly cost and expense reduction efforts in the remaining businesses 
during 1989, including the closing o f a small remote data processing business, resulted in much 
improved profitability before interest and taxes after what was essentially a breakeven year in 1988.
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The revenue decrease experienced by Data Services from 1987 to 1988 was primarily due to 
decreased demand for remote data processing services, continuing a trend o f recent years. There 
were substantial reductions in operating expenses from 1987 to 1988, both in dollars and as a percentage 
o f revenues. Principally as a result o f these developments, Data Services’ results before interest and 
taxes improved to essentially breakeven in 1988 after a small loss in 1987.
Empros Systems International
From 1988 to 1989, an increase in Empros’ revenues from international customers almost 
equalled the revenue decrease from U.S. customers. This revenue shift principally reflects greater 
international demand and reduced U.S. demand for large systems to manage electrical power 
generation and transmission. Gross profits as a percentage of revenues declined from 1988 to 1989, 
due primarily to cost increases and delayed acceptances on certain long-term contracts that neared 
completion or were completed during 1989. Primarily as a result o f these factors, Empros’ earnings 
before interest and taxes in 1989 were about half o f what they were in 1988.
From 1987 to 1988, Empros’ revenue increase was due in large measure to increased billings in 
1988 on various long-term contracts awarded in prior years. As a result o f the revenue increase, and 
a decrease in operating expenses as a percentage o f revenues, earnings before interest and taxes 
increased by approximately 50 percent from 1987 to 1988.
Government Systems
The increase in revenues in Government Systems from 1988 to 1989 principally reflected 
revenues from a multi-year contract in excess o f $140 million awarded in the second quarter 1988 
to develop an advanced tactical air reconnaissance system ( “ATARS” ) for the U.S. A ir Force and 
Navy. These additional revenues were partially offset by decreased revenues from production o f 
the U.S. Navy’s standard airborne computer. Gross margins decreased, however, primarily because 
an increased portion o f Government Systems’ 1989 revenues was attributable to long-term, fixed 
price development contracts, such as ATARS, which yield little or no gross profit. The Company is 
seeking a buyer for Government Systems’ reconnaissance systems operations, which principally 
consist of the ATARS project. Despite decreased operating expenses, both in dollars and as a percentage 
o f revenues, Government Systems’ profits before interest and taxes declined significantly from 
1988 to 1989. Pressure on revenues and margins in Government Systems is expected to continue in 
1990 in light o f federal government budgetary constraints and Department o f Defense procurement 
policy changes o f recent years.
Government Systems’ revenue decline from 1987 to 1988 reflected delays and cutbacks in certain 
procurement programs due to governmental budgetary constraints and a resulting increase in competi­
tion in connection with competitive bidding procurements generally. Although Government Systems’ 
gross profit decreased over the same period due to the revenue decrease and certain fixed price 
development contracts, compensating reductions in operating expenses resulted in essentially no 
change in earnings before interest and taxes from 1987 to 1988.
Micrognosis
A  sizeable increase in revenues from 1988 to 1989 in Micrognosis’ international operations was 
mostly offset by a decrease in revenues from U.S. sources. As a result, the percentage of Micrognosis’ 
revenues derived from sources outside the U.S. grew from about 54 percent in 1988 to about 70 percent 
in 1989. The revenue decrease in the U.S. was due in large measure to the downturn in the U.S. securi­
ties industry. Micrognosis’ gross margin declined in the year to year comparison, due primarily to 
intense pricing pressures, the increase in the portion o f revenues derived from outside the U.S., and 
increased costs resulting from lower than expected unit volumes. The lower gross margins 
experienced outside the U.S. are due in part to the marketing o f Micrognosis’ products in the Far 
East through an independent distributor. This arrangement did, however, contribute to a reduction 
in operating expenses in Micrognosis’ international operations and for Micrognosis generally from 
1988 to 1989. As a result o f the factors noted above, Micrognosis’ earnings before interest and taxes 
decreased by approximately 40 percent from 1988 to 1989.
The revenue growth for Micrognosis from 1987 to 1988 primarily reflected increased demand 
for its trading room information distribution systems, including several large contracts awarded in 
late 1987 and early 1988. Principally as a result o f the revenue increase, Micrognosis’ earnings 
before interest and taxes increased by approximately one-third from 1987 to 1988.
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Divestitures and Discontinued Operations
Im prim is. Prior to its sale at the end o f the third quarter 1989, Imprimis’ 1989 revenues were 
$119.6 million less than during the comparable period in 1988. The decrease in Imprimis’ revenues 
and gross margin in the nine-month comparison between 1988 and 1989 was due in large measure 
to decreased demand for higher margin large disk products. Although expense reductions did occur 
from 1988 to 1989, Imprimis’ earnings before interest and taxes were substantially lower in the first 
nine months o f 1989 than in the comparable 1988 period.
Imprimis’ revenues increased significantly from 1987 to 1988, due to very strong demand for 
large disk products in the first half o f 1988, and steady growth in demand for small disk products. 
The gross margin also increased substantially, due in large measure to warranty costs incurred in 
1987 in connection with a component replacement program for the FSD II disk drive. These factors, 
coupled with a decrease in expenses as a percentage o f revenues resulted in significant earnings 
before interest, taxes and partnership losses for Imprimis in 1988 after a loss in 1987.
VTC, Incorporated. VTC became a wholly-owned subsidiary o f the Company in July 1987, when 
its results were first consolidated with those o f the Company. Since that time, VTC has incurred 
losses before interest and taxes that have been significant in relation to its revenues. These results 
have reflected delays in starting up a CMOS chip fabrication facility, delays in achieving anticipated 
yields from that facility, and soft demand from time to time for bipolar chips from disk drive industry. 
The restructure reserve established in the fourth quarter 1989 with respect to VTC resulted from 
a decision to divest this business.
ETA Systems. From the beginning o f 1987 until the decision was made to discontinue its operations 
in April 1989, ETA Systems incurred losses before interest and taxes that substantially exceeded its 
revenues. These results reflected not only low revenues, due largely to the lack o f maturity in the 
operating system software and limited availability o f applications software, but also the high levels 
o f costs and expenses associated with the supercomputer business.
Training and Education. The Company’s training and education operations incurred losses 
before interest and taxes throughout the 1987-1989 period, generally at levels that were significant 
in relation to revenues. During 1989, the Company decided to exit these operations, and sold the 
major portion o f them in the third quarter. The Company sold the remaining portion o f the training 
and education operations in March 1990. The Company incurred restructuring charges of $26.4 million 
in 1989 in connection with these operations.
The sale or discontinuance o f Imprimis, VTC, ETA Systems, and the training and education 
operations during 1989 has had a positive impact on the Company’s gross profit as a percentage of 
revenues in 1989, and should have an even greater effect in 1990. The impact o f the Imprimis sale 
was, in the fourth quarter, and will be in 1990 the most significant in this regard because o f the large 
portion of the Company’s revenues that were attributable to Imprimis and because Imprimis historically 
had lower gross profits as a percentage o f revenues than many other Company operations. The 
impact o f these restructuring actions on the Company’s operating expenses as a percentage o f 
revenues will be mixed, because Imprimis historically had lower operating expenses as percentage 
o f revenues than many other Company operations, but the levels in ETA, VTC, and the training and 
education operations were much higher than for most other Company operations.
Other Items
Other income, which is included in selling, general and administrative expense, decreased $27.3 
million from 1988 to 1989, primarily reflecting gains in 1988 from the sale o f various assets and a 
decline in interest income. These 1988 asset sales also gave rise to an increase in other income from 
1987 to 1988 o f $16.1 million, despite a drop in interest income over that period.
Interest expense increased approximately 4 percent from 1988 to 1989, due in large measure to 
the effect of increased average interest rates paid by international subsidiaries, particularly those 
in highly inflationary economies, and a modest increase in related outstanding debt. Interest 
expense decreased approximately 26 percent from 1987 to 1988 primarily because o f reduction in 
the amount o f outstanding debt.
The amount o f the Company’s share o f losses o f partnerships that are not consolidated with the 
Company for financial reporting purposes has decreased during the period 1987-1989. During 1987, 
the bulk o f these losses related to the Laser Magnetic Storage ( “ LMS” ) partnership, which produces 
optical disk drives and magnetic tape drives. LMS’ results improved throughout the 1987-1989 
period. The Company has reached an agreement in principle to sell its 49 percent interest in LMS
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to its partner in that venture. The majority o f the partnership losses in 1988 was attributable to the 
BTC partnerships. The Company’s fourth quarter 1989 restructuring charges included provisions 
for estimated losses to be incurred in connection with planned divestitures o f BTC partnerships and 
BTCs the Company owns.
The Company’s provisions for income taxes for the years 1987-1989 primarily represent tax 
charges related to the Company’s international operations. For additional information regarding 
income taxes for the three year period ended December 31, 1989 including information regarding 
the Company’s tax loss carryforwards and implementations o f FAS No. 96, see Note C, Income 
Taxes, to the consolidated financial statements.
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FLUOR CORPORATION, OCTOBER 31, 1989 
Management’s Discussion and Analysis
Results o f Operations
Earnings from continuing operations were $108 million in 1989 compared with $56 million in 
1988 and a loss o f $75 million in 1987. The related earnings per share were $1.35 for 1989 compared 
with $.71 in 1988 and a loss per share o f $.95 in 1987. Revenues from continuing operations 
increased 22% in 1989 following a 31% increase in 1988.
Engineering and Construction
New contract awards for Engineering and Construction increased 20% in 1989 to $7.1 billion com­
pared with $6.0 billion in 1988 and $4.1 billion in 1987. The engineering and construction industry 
continues to experience a growth cycle as capital expenditures are increasing in response to high 
capacity utilization in many o f the industries served by the company. Favorable worldwide business 
conditions continued to enhance the overall increase in new awards as well as the contribution to 
the international component o f both backlog and new awards. The company expects both industry 
growth and favorable business conditions to continue into 1990. Backlog at October 31, 1989 was $8.4 
billion (up 26%) compared with $6.7 billion and $4.7 billion at October 31, 1988 and 1987, respectively.
Engineering and Construction had operating profits o f $117 million in 1989 compared with $51 
million in 1988 and a loss o f $49 million in 1987. Operating results improved in 1989 compared with 
1988 primarily due to the increased volume o f work performed. Third quarter 1989 results were 
impacted by a $43 million favorable cash settlement of an outstanding claim received from the 
National Iranian Oil Company. The impact o f the settlement was partially offset by costs associated 
with accelerated hiring and training o f personnel to respond to work commitments, delays in realization 
o f certain contract incentives, front-end development costs on certain projects and a one-time 
charge for costs associated with a previously established performance incentive plan. In 1989 the 
company also recorded gains from the sale o f investments in its two cellular telecommunications 
operations.
Marketing effectiveness and operational efficiencies continue to improve results as the reorganiza­
tion o f the segment, finalized in 1987, has continued to enable expansion and diversification o f 
engineering and construction services. Improved operating results also reflect the impact of increasing 
margins on orders received over the last 12-18 months. New awards include more full service contracts, 
providing engineering, technical services, and maintenance as well as project and construction 
management. Approximately 60% of the year end backlog will be performed in fiscal 1990. Generally 
tracking the level of work performed, the number o f permanent employees increased 12% in 1989 
compared with a 30% increase in 1988 after a slight reduction in 1987.
During 1989 and 1988, certain excess real estate rental costs were charged to accrued lease costs 
whereas such costs were charged to operations in 1987. The accrual for such costs was established 
in connection with the company’s 1987 quasi-reorganization. Operating results for 1987 reflect $23 
million o f losses incurred on certain fixed price construction contracts bid in prior years under 
extremely competitive conditions. These contracts were completed in 1988 without incurring additional 
overruns.
Coal
In 1987, the company completed a partitioning of the assets of the Massey Coal Company Partner­
ship (Massey) which resulted in no net gain or loss. Subsequent to the partitioning the results o f 
Massey have been fully consolidated to reflect the company’s ownership interest.
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Revenues and operating profit from Coal operations in 1989 were $816 million and $51 million, 
respectively, compared with revenues o f $784 million and operating profit o f $50 million in 1988. 
Revenues and operating profit in 1987 were $580 million and $28 million, respectively. In 1989, coal 
operations improved significantly compared with 1988 and 1987 primarily due to lower costs and 
higher sales volume o f produced coal. In addition, 1989 was impacted by lower contribution from 
brokered coal sales while realized prices on produced coal sold remained relatively unchanged com­
pared with 1988. Coal operating profit for 1988 included $7 million related to a favorable settlement 
with the United Mine Workers.
Lead
Lead operations represent the company’s 57.5% interest in The Doe Run Company partnership 
(Doe Run). The company proportionally consolidates its interest in Doe Run.
Revenues and operating profit from lead operations in 1989 were $150 million and $39 million, 
respectively, compared with revenues o f $124 million and operating profit o f $29 million in 1988. 
Revenues and operating loss in 1987 were $93 million and $6 million, respectively. Operations improved 
significantly in 1989 compared with 1988 and 1987 primarily due to an increase in realized prices 
and lower operating costs. Operating costs in 1989 were reduced by higher by-product credits (copper 
and zinc) as realized prices and volumes for these commodities were up significantly over 1988 and 
1987. Operating results in 1987 were affected by operational inefficiencies and downtime at the 
Herculaneum smelter.
Results o f operations in 1989 and 1988 benefitted from reduced depreciation and amortization 
charges due to certain fair value adjustments effected through the October 31, 1987 quasi­
reorganization. Such adjustments had no impact on 1987 results o f operations.
Discontinued Operations
In 1987 the company initiated a plan for the divestiture o f the assets o f its Metals segment 
except for the lead operations which were retained. As part o f the divestiture the company sold its 
90% interest in St. Joe Gold Corporation and its zinc operations resulting in an after tax gain of 
approximately $233 million. Metals operations remaining at October 31, 1987 were written down to 
their estimated net realizable value resulting in an after tax charge to discontinued operations o f 
$122 million. In 1988, the remaining base metals businesses were sold, except Pea Ridge which the 
company is continuing to hold for sale.
Other
In 1989 the company had net interest income o f $16 million compared with $10 million in 1988 
and net interest expense o f $40 million in 1987. Increased net interest income in 1989 compared with 
1988 and 1987 is primarily due to lower interest costs due to a decrease in average debt outstanding. 
Increased interest income in 1989 and 1988 compared with 1987 reflects significantly higher 
balances o f cash and cash equivalents and the bond portfolio. The significant increase in invested 
funds in 1988 was provided primarily from collection o f proceeds from sale o f the discontinued 
metals businesses.
In 1988, the company made an investment, convertible into a controlling equity interest, in SOS 
International (SOS), a contractor in the asbestos abatement industry. During 1989 the company 
obtained the remaining ownership in SOS at minimal additional cost. Asbestos abatement is a relatively 
new, fast-growing industry and as such has experienced severe competition and the normal start-up 
and cost risks associated with such an environment. Prior and subsequent to the company’s investment 
SOS experienced losses. In 1988 the company recognized losses o f $9 million, including $2 million 
of investment amortization. In 1989 SOS has been fully consolidated and its operating results, including 
goodwill amortization o f $4 million, are included in the Engineering and Construction segment.
Management believes the combined strengths o f Fluor Daniel and SOS will provide stronger 
market presence and penetration, maximizing the profit opportunities in this emerging market.
Corporate general and administrative expenses in 1989 include an increase o f $6 million related 
to stock price driven compensation plan expense and approximately $11 million in costs of certain 
finance, law, human resources, and other general and administrative functions formerly included 
in Engineering and Construction. In addition, other corporate general and administrative expenses 
increased approximately 10% in 1989 compared with 1988. Corporate administrative and general 
expenses increased 36% in 1988 compared with 1987 primarily due to higher insurance costs and 
accrued obligations associated with the company’s incentive compensation plans.
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Results for 1987 include a provision for the difference between contract rents and estimated 
fair market rents for office space to be subleased in the future. In addition, certain investments 
were written down to net realizable value.
In 1989, 1988, and 1987 there is no significant difference between the effective federal income 
tax rate on results o f continuing operations and the statutory rate. Implementation o f Statement of 
Financial Accounting Standards No. 96—“Accounting for Income Taxes” —which is not required 
until fiscal 1993, would not have had a material impact on the company’s 1989 results o f operations 
or financial position.
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GENERAL DYNAMICS CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f the Results o f Operations 
and Financia l Condition (Dollars in  m illions)
Business Segment Information
The Company operates in the following principal business segments:
Government Aerospac e. Design, engineering, and manufacturing of military aircraft, missiles, 
and gun systems, space systems and their related subassemblies and components, as well as the 
design and production o f various defense electronic systems and products.
Submarines. Design, engineering, construction, and overhaul o f submarines.
Land Systems. Design, engineering, and manufacturing o f tanks, land vehicles, and support 
systems.
General Aviation. Design, engineering, manufacturing, financing, and leasing o f general aviation 
aircraft.
M aterial Service and Resources. Quarrying o f limestone, production o f building products and 
lime, and the mining o f coal.
Other. Production of commercial space launch vehicles and operation o f related launch services, 
production o f commercial aircraft subassemblies and electronic motors, ship management, other 
maintenance services, leasing of liquefied natural gas tankers, and financing of equipment previously 
sold by the Company’s divested telecommunications businesses.
Business Environment
The defense industry is faced with significant uncertainty due to the political changes evolving in 
Eastern Europe and the continued impact o f deficit reduction measures on defense spending by the 
U.S. Government. While the exact effect of these events on specific products or programs w ill not 
be known for some time, it is reasonable to expect that they will combine to cause a business decline 
in the defense industry.
Procurement policy changes and tax reform continue to impact the industry. Congress and the 
Department o f Defense mandated major changes over the past several years in the way weapon systems 
are procured. These policies required defense contractors to make increased financial commitments in 
new programs without providing any assurance for the recovery of such investments. Progress payment 
rates were reduced below levels historically experienced. A t the same time, tax reforms were 
implemented which have accelerated tax payments. The combined effect of these changes is currently 
being felt in the defense industry. However, because the defense industry has many long-term contracts, 
the ultimate impact o f these changes will be reflected in contractors’ financial statements over 
several years.
The current impact o f these legislative and regulatory changes is reflected in the Company’s 
financial statements as increased working capital, particularly Contracts in Process. The Company’s 
significant backlog delays the full financial impact o f the changes until contracts negotiated prior 
to their enactment are completed. However, reduced operating earnings and increased interest 
costs will continue in the near term. The Company continues to work with industry groups to 
encourage Congress and the Department o f Defense to implement reforms that w ill stimulate a 
more reasonable overall business climate in the defense industry.
As a result of the increased financial commitments required for new weapon systems, the Company 
is developing teaming agreements to compete for new programs. The Company is currently teamed 
with The Boeing Company and Lockheed Corporation to produce two prototypes o f the Advanced 
Tactical Fighter (ATF). The Company, teamed with McDonnell Douglas Corporation, was awarded 
a development contract for the U.S. Navy’s Advanced Thctical Aircraft (A-12). Teaming arrangements
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with companies in other countries are in place for the M l tank, U.S. Army’s Single Channel Ground 
and Airborne Radio System (SINCGARS) and for the FS-X aircraft.
Additional emphasis is also being placed on price and profit margin. Several o f the Company’s 
major programs are competitively bid. Recent awards have carried lower prices and profit margins 
as well as lower award quantities. In 1989, the Company received 70% of the Fiscal Year 1990 
procurement of the Tomahawk Cruise Missile in competition with McDonnell Douglas. In competition 
with Raytheon and General Electric, the Company received less than 50% o f the Fiscal Year 1989 
procurements o f the Standard Missile and the Phalanx Gun system, respectively.
Though the Company implemented a cost reduction program in 1987 that was expected to offset the 
earnings and cash flow  impact o f these events, it is now anticipated that near-term earnings and 
cash flows will be negatively impacted. The Company has instituted a further cost reduction effort 
which is expected to lessen the near-term impact on earnings and cash flow. In the long-term, as the 
Company’s investments mature, earnings and cash flow  are expected to improve.
Results o f Operations
The following table sets forth the increase (decrease) in net sales and operating earnings for the 
years ended 31 December 1989 and 1988: [A table that follows in  the original is omitted here.]
Government Aerospace
The increase in 1989 net sales was caused by increased activity on advanced aerospace programs, 
partially offset by reductions in production activity on the F-16 program and several missile and gun 
system programs.
Operating earnings decreased as a result o f a reduction in the earnings rate on the F-16 program, 
increased expenditures for new development programs, primarily the ATF, and minor losses on the 
Atlas/Centaur-68 and the SINCGARS program. The F-16 earnings rate was reduced in January of 
1989 to reflect lower operating margins on recent contract awards and higher costs related to the 
simultaneous production of more than 20 versions of the F-16. The 1989 decrease in operating earnings 
was partially offset by a $25.0 initial license payment from Mitsubishi Heavy Industries, received in 
the second quarter o f 1989, for the FS-X program.
During 1989, the F-16 fell behind contractual delivery schedule due to production o f multiple 
versions, introduction o f an advanced version, and the diversion o f critical manpower to increased 
activity on two advanced aircraft programs. It is expected that the F-16 program will recover to contract 
schedule during the fourth quarter of 1990.
Production activity within Government Aerospace is expected to decline in 1990. Labor and 
material volume on the F-16 program is expected to decline slightly reflecting lower future deliveries 
under the U.S. A ir Force’s third multi-year buy. In addition, operating earnings on the F-16 program 
will be further reduced in 1990 due to the cost o f recovering to contractual delivery schedule, the 
impact o f diverting critical manpower to advanced aircraft programs and the continuing impact of 
the simultaneous production o f multiple versions o f the F-16. The effect o f dual sourcing on recent 
Phalanx and Standard Missile awards will continue to reduce operating earnings in the near future. 
Production activity on the Tomahawk Cruise Missile is expected to decline in 1990 as a result o f the 
Company being awarded only 35% o f the Fiscal Year 1989 procurement. The Company was recently 
awarded 70% o f the Fiscal Year 1990 Tomahawk procurement which will increase production 
activity in 1991.
The Company has proposed three firm fixed price options for initial production o f SINCGARS 
which expire in March 1991, January 1992, and November 1992. The first o f these options may be 
exercised by the U.S. Army in 1990. Award of these options is expected to result in decreased operating 
earnings.
The increase in 1988 net sales was a result of increased activity on advanced aerospace programs, 
partially offset by reductions in production activity relating to several missile and gun systems programs. 
Operating earnings declined due to expenditures for new development programs, primarily ATF 
and SINCGARS. A  royalty related to a licensing agreement for European production o f the Stinger 
Weapon System offset a portion o f the 1988 operating earnings decrease.
Submarines
The 1989 net sales and operating earnings are higher than 1988 as a result o f the 1988 strike by 
approximately 10,000 shipyard workers at the Groton, Connecticut facility and increased 1989 
production volume on the Trident program. These sales increases were partially offset by lower 
construction volume on the SSN 688-class attack submarine.
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Operating earnings for 1989 and 1988 include charges o f $75.8 ($50.0 after tax) and $65.0 ($42.9 
after tax), respectively, associated with the SSN 688-class attack submarine construction program. 
As previously reported, the Company has continued to face numerous uncertainties with regard to 
the SSN 688-class attack submarine. The 1989 charge reflects higher estimated total costs for the 
program due to rescheduling work into future periods and extending delivery dates. This was 
necessitated by continuing shortages o f qualified labor in the New England area. Management is 
focusing significant effort on addressing manpower needs. Programs have been developed that are 
aimed at reducing attrition and solving “ critical skill”  imbalances.
Uncertainties still exist with regard to the SSN 688-class attack submarine program including 
the realization o f projected improvements in construction costs on current SSN 688-class attack subma­
rines. Failure to achieve present cost projections and delivery schedule could result in additional charges 
before 1996 when the last SSN 688-class attack submarine currently under contract is scheduled to 
be delivered. Management has continued the suspension o f earnings recognition, which began in 
the fourth quarter of 1987, on this program pending the resolution o f these uncertainties.
Revenues o f the Trident program in 1990 are expected to be reduced from 1989 levels, primarily 
due to lower procurement levels. Lower operating margins on recent contract awards are causing 
reduced operating earnings on the Trident program.
During 1989, the Company was awarded one construction contract for a Trident submarine and 
the construction contract for the first SSN 21-class attack submarine (Seawolf). The Company 
remains the sole-source producer o f the Trident submarine. The Seawolf submarine contract was 
awarded in competition with the Newport News Shipbuilding & Drydock Company. Management 
has decided to delay recognition o f earnings on this program until development and production 
costs are more certain.
The decrease in 1988 net sales resulted from the strike. Operating earnings decreased as a result 
o f the charges discussed above.
Land Systems
Net sales decreased in 1989 due to reduced costs on the M l tank production program. The increase 
in operating earnings is primarily attributable to an increase in the M l earnings rate. The earnings 
rate was raised in January o f 1989 as a result o f continued improvement in operating performance 
and manufacturing techniques as well as benefits from significant cost containment efforts. The 
earnings rate on M48H Turret Assembly Kits also benefited from these management actions and 
contributed to the increase in operating earnings. Fourth quarter results also included nonrecurring 
gains from several miscellaneous contracts.
Production cost for material and labor on the M l program is expected to be comparable in 1990 to 
the level experienced in 1989. The M48H Turret Assembly Kits contract is expected to be completed 
in 1990 and w ill contribute less to net sales and operating earnings in 1990 than in 1989.
Political changes in recent months in Eastern Europe coupled with U.S. Government budgetary 
pressures raise uncertainty about the future plans for U.S. Army purchases o f the M l beyond the 
quantities currently contracted for through 1991. The future production o f the M1A2, an improved 
version of the M1A1, is currently evaluated by the U.S. Army.
During 1989, the U.S. Government approved the potential sale o f 315 M1 battle tanks to Saudi 
Arabia. These units are scheduled to be produced over a three-year period beginning in 1993. This 
award is o f particular significance in light o f declining U.S. procurement rates.
General Aviation
The increase in 1989 net sales and operating earnings is due to increased deliveries as well as 
a change in product sales mix to higher margin products. Operating earnings continue to benefit 
from the success of cost containment efforts initiated over the last few  years during the recession 
experienced by the general aviation industry.
The first Citation V was delivered during the second quarter o f 1989. Thirty three were delivered 
in 1989. Backlog for the Citation V consists o f 96 units which currently covers the scheduled 
production o f this model through October 1991.
During the third quarter o f 1989, the Company announced the formation o f a new division, 
General Dynamics Flight Training Systems Division, which w ill centralize efforts to capture a share 
o f the military training aircraft market. This market offers significant opportunities due to the 
replacement o f outdated military training aircraft. The new division will initially team with CAE 
Link to focus on winning the Tanker Transport Training System (T TTS) for the U.S. Air Force in competi­
tion with two other teams. TTTS includes 211 aircraft as well as simulators and support equipment. 
The award o f this contract is expected to be announced in early 1990.
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The Company announced in October the development of two new aircraft models, the CitationJet 
and the Citation IV. The CitationJet is a six passenger fanjet that is expected to compete in the sub­
stantial market for an entry-level jet. Transcontinental range is one o f the strengths o f the mid-size 
Citation IV. Initial deliveries o f the CitationJet and the Citation IV are scheduled for 1993.
Based on the continued strength in orders received and a full year o f deliveries of the Citation 
V model, sales are expected to increase in 1990. The operating earnings generated by the sales 
growth will be negatively impacted by the development costs associated with the two new planes 
discussed above.
The decrease in 1988 net sales resulted from a decrease in aircraft deliveries. The increase in 
operating earnings resulted from significant cost containment efforts and a change in the product 
sales mix to higher margin products.
Material Service and Resources
The increase in 1989 operating earnings is due primarily to the recognition in 1988 of asset valuation 
adjustments and other charges at El Paso Sand Products. As previously reported, the Company 
retained an investment banking firm to locate a buyer for the assets of El Paso Sand Products. During 
the fourth quarter, the Company decided not to sell El Paso Sand Products, but rather to focus on 
improving its operating efficiency.
The decrease in 1988 net sales resulted from the cancellation o f two coal purchase agreements 
in the third quarter o f 1987. The decrease in 1988 operating earnings reflected asset valuation 
adjustments and provisions for guarantees o f performance bonds and bank loans made at El Paso 
Sand Products. The adjustments and provisions resulted from an audit o f the business o f El Paso 
Sand Products following the accidental death o f the chief operating officer. Adequate reserves 
were established to cover losses identified.
Other
The increase in 1989 net sales and operating earnings reflects increased deliveries o f fuselages 
for the McDonnell Douglas Corporation MD-11 widebody tri-jet aircraft. Deliveries on the MD-11 
program are expected to double in 1990. The Company is the sole producer o f fuselages for the 
MD-11.
Operating earnings o f this segment continue to be impacted by period costs incurred on the 
Atlas expendable launch vehicle program (Atlas program). This program produces Atlas/Centaur 
launch vehicles sold on a commercial basis. The Atlas program is currently projected at approximately 
60 vehicles. The Company has received firm orders for 15 vehicles and commitments for 17 additional 
vehicles, which primarily represent follow-on options currently planned by the customers who 
have placed firm orders. The first launch is scheduled for June 1990.
The Company continues to make significant investments in the Atlas program. These investments 
have been increasing as production activity increases. The use o f the delivery method o f accounting 
for the Atlas program causes these investments to be reflected in the Company’s financial statements 
as increase to Contracts in Process. Recovery o f these investments is dependent upon the number 
and profitability o f future orders. The program is subject to commercial competition, with the 
emphasis on price and mission-capability, by a domestic expendable launch vehicle company, as 
well as certain government subsidized foreign companies.
The increase in 1988 net sales reflects the initial delivery of fuselages for the MD-11 widebody 
tri-jet aircraft. Operating earnings decreased due to periods costs incurred on the Atlas program.
Interest, Net
Interest expense increased in 1989 reflecting the higher level o f total borrowings maintained by 
the Company. Interest expense will continue to increase in 1990 as the Company continues to invest 
in advanced programs. Interest expense related to finance operations is classified as Cost o f Sales 
and was comparable to 1988.
Provisions for Income Taxes
The Company’s deferred tax liability relates principally to differences in accounting for 
depreciation, liability accruals, leasing transactions and defense programs for financial reporting 
and tax purposes. Defense program income is recognized for financial reporting purposes under the 
percentage-of-completion method accounting.
• • • •
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Inflation
The effects o f inflation are not significant on the overall results o f operations o f the Company. 
Under the majority o f the Company’s long-term contracts, increases in costs due to inflation are 
reimbursed by the customer under escalation clauses within each negotiated contract. Certain 
costs, however, are not covered by these escalation clauses and as such the Company must compensate 
for inflation through increased productivity and efficiencies.
• • • •
LEE ENTERPRISES INCORPORATED, SEPTEMBER 30, 1989 
Management Review and Discussion
The following comments are intended to provide our 8,000 shareholders with a more detailed 
analysis o f the changes which have taken place during the periods, and the effects o f these changes 
on operating results and the financial condition o f the Company.
Operating results are summarized below, exclusive o f gains on sale o f properties: [A table that 
follows in  the original is omitted here.]
The 1989 results were favorably affected by items which do not routinely recur, including the 
resolution of income tax examinations o f the Company and an associated company, the capitalization 
o f interest on the new Quad-City Times and KGUN-TV facilities and the resolution o f contingencies 
related to the sale o f a broadcast property in 1986. Earnings were diluted by the acquisition o f 
weekly newspapers, shopper and specialty publications and by continuing development costs at 
Voice Response, Inc.
The 1988 results were significantly affected by lower income tax rates.
The 1987 results include $11,160,000 after-tax gain on sale o f broadcast properties which 
increased earnings per share by $.44 to a reported $1.74.
The Company continues to repurchase shares o f its common stock. These purchases have the 
slight effect o f increasing earnings per share by reduction in the total number o f outstanding shares 
(about two percent in each o f the past three years).
Newspapers
[A table that follows in  the original is omitted here.]
The newspaper segment includes wholly-owned daily and weekly newspapers, shoppers and 
specialty publications. Wholly-owned daily newspaper operating margins were 26.6 percent in 
1989, 28.6 percent in 1988 and 27.0 percent in 1987.
Operating revenues include: [A table that follows in  the original is omitted here.]
Classified advertising revenue increased approximately 12.0 percent in 1989 and 9.0 percent in 
1988 on increased linage of 9.9 and 4.0 percent in 1989 and 1988, respectively. Increases in 1987 were 
minimal. Preprints continue to erode advertising revenues because o f their lower priced, higher 
volume distribution rates. The 1989 increase in newspaper circulation revenue was a combination 
o f a 1 percent price increase and 2.1 percent increase in the number o f subscribers. The 1988 and 
1987 increases were the direct result o f increased rates which were partially offset by a reduction 
in the number o f subscribers.
Other newspaper revenues increased dramatically over last year because o f revenues from 
weekly newspapers, shoppers and specialty publications not operated in 1988. For the most part 
these increased revenues did not make a contribution to the bottom line.
Exclusive o f acquisitions, operating expenses increased 7.1 percent in 1989 as compared to a 2.1 
percent increase in 1988 and 2.9 percent increase in 1987. The 1989 increase results from incentive 
and promotional expenditures targeted at increasing circulation and market share. [A table that follows 
in  the original is omitted here.]
Broadcasting
[A table that follows in  the original is omitted here.]
The increase in operating margin in 1989 is primarily the result o f cost containment procedures 
implemented at KGMB-TV in Honolulu. KGMB’s revenues in 1989 were virtually unchanged from 
those in 1988 but its contribution to operations increased by approximately $2,700,000.
Television revenues experienced a substantial increase in the first fiscal quarter o f 1989 
because o f the national political elections. The eight percent increase in television revenues in 1988 
is all attributed to television stations acquired in Omaha and Tucson and a commercial production 
company in Portland.
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Programming costs, especially in the area o f syndicated programs, have increased substantially 
in the past three years. We are much more ‘‘cost conscious’’ in this area and are carefully analyzing 
the revenue-producing effects o f such purchases.
Graphic System Products, New  Ventures and Others
The 1989 increase in contribution to the Company’s earnings by NAPP Systems Inc. is due to the 
settlement o f foreign tax and duty assessments during the year. The resolution of these contingencies 
increased the Company’s earnings by approximately four cents per share. In 1988 and 1987 manufactur­
ing efficiencies and increased sales volume were primarily responsible for the increased contribution by 
NAPP to Lee earnings. NAPP sells a significant number o f its plates in Europe, Central America, 
and Japan. Like other major U.S. exporters, N A PP ’s earnings continue to be favorably affected by 
the weak U.S. dollar. A  strengthening in the U.S. dollar could adversely affect N A PP ’s earnings.
Compensation and other operating costs associated with the Company’s entrepreneurial voice 
response venture diluted 1989 and 1988 earnings by approximately 10 cents per share in each year.
Financial Expense, Net
After-tax net financial expense decreased by approximately five cents per share in 1989. 
Capitalized interest in 1989 associated with the current construction projects in Davenport and 
Tucson reduced interest costs by two cents per share. Increased earnings in 1989 on short-term 
investments accounted for the remainder o f the change. The three cents per share increase in 
interest expense in 1988 and 1987 is a result of the 1987 acquisition of KMTV in Omaha and KGUN-TV 
in Tucson.
Income Taxes
Income taxes, excluding gains, were 31.5 percent o f pretax income in 1989 and 33.5 percent and 
43.7 percent o f pretax earnings in 1988 and 1987, respectively. The resolution o f tax contingencies 
in 1989 increased earnings per share by four cents. Lower tax rates in 1988 reduced Lee’s taxes by 
$5,000,000, or $.20 per share, and its associated companies by $1,900,000, or $.08 per share.
The Tax Reform Act o f 1986 resulted in the approximate eight percent rate reduction in 1988 
and two percent of the rate reduction in 1987. The Financial Accounting Standards Board has issued 
Statement Number 96 (FASB 96) which changes how the rate reductions will affect previously 
recorded deferred income tax charges and credits. It is not anticipated that the required change in 
accounting for deferred income taxes will significantly affect our financial condition. See Note 8 of 
the Notes to Consolidated Financial Statements for further information concerning FASB 96.
•  •  •  •
MURPHY OIL CORPORATION, DECEMBER 31, 1989 
Management’s Discussion and Analysis
Results of Operations
A  summary o f earnings (losses) by operating function follows: [A table that follows in  the original 
is omitted here.]
Earnings from operations before unusual or infrequently occurring items increased substantially in 
1989. Crude oil prices were higher than 1988 levels, natural gas production increased 20 percent to 
a new high, and exploration expenses decreased $11.2 million. Petroleum product sales volumes 
rose four percent, w ith margins in the U.K. up from a year ago. The diving business earned record 
profits compared to a loss in 1988. On the negative side, crude oil production declined eight percent, 
margins on product sales in the U.S. decreased, loss from the contract drilling business increased 
marginally, and profits from farming and the lumber business were down.
In 1988 income from operations before unusual or infrequently occurring items rebounded 
from a small loss in 1987. Record earnings were achieved by U.S. refining and marketing, losses from 
contract drilling and diving were reduced, and natural gas production was 13 percent higher at 
improved prices. These favorable factors were partially offset by substantially lower crude oil 
prices, a $10.6 million increase in exploration expenses, a decline in profits from lumber sales, and 
higher corporate and interest expenses.
Exploration and Production. Earnings before unusual or infrequently occurring increased 
$36.7 million in 1989 after declining $33 million in 1988. The increase was due to firmer oil prices 
at significantly higher than 1988 levels, record natural gas production, and a decrease of $11.2 million
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in exploration expenses. These favorable factors were partially offset by an eight-percent decline 
in crude oil production and a marginal decrease in average gas prices. The 1988 decrease was due 
to notably lower crude oil prices, a $10.6 million increase in exploration expenses, and a three- 
percent decline in crude oil production, offset in part by a 13-percent increase in natural gas 
production with stronger prices.
Crude oil and natural gas liquids production in the U.S. declined four percent following a two- 
percent decline in 1988. Canadian production decreased 14 percent compared to a 14-percent 
increase in 1988, with the fluctuation due mostly to production at Lindbergh, which was shut down 
in September 1988. Ninian production continued its anticipated decline—eight percent in 1989 and 
11 percent in 1988. Production in other foreign areas was down four percent in 1989 and six percent 
in 1988. Natural gas production in 1989 increased 16 percent in the U.S., five percent in Canada, and 
84 percent in Spain. In 1988, natural gas production rose 10 percent in the U.S., 12 percent in Canada, 
and 50 percent in Spain. Increases in both years were due to new production coming on stream and 
buildup o f production at Gaviota. Crude oil prices were volatile the last three years and fluctuated 
widely. As shown in the statistical summary on page 52, compared to the prior year there were 
significant increases in 1989 and 1987 average prices with a substantial decrease in 1988. Average 
natural gas prices declined slightly in 1989, following modest increases in 1988 and notable declines 
in 1987.
Exploration expenses for each o f the last three years are shown in the following table. [A table 
that follows in  the original is omitted here.]
Refining, Marketing and Transportation. Earnings were $39.9 million compared to $47.9 million in 
1988 and $7.2 million in 1987. Unit margins (sales realization less crude and other feedstock, refining, 
and transportation costs to point o f wholesale delivery) in 1989 were lower in the U.S. but higher 
in the U.K. and Western Europe.
Margins in the U.S. averaged $1.59 a barrel, down from $2.09 a barrel in 1988, which produced 
record earnings. Margins were $ .41 in 1987. Sales volumes rose five percent in 1989 and two percent 
in 1988. Margins were slim in 1987, as higher raw material costs were not recovered by corresponding 
price increases. This squeeze continued through the first quarter of 1988, when margins began to 
rise to exceptionally high levels in the last half o f the year due to falling raw material costs, shortage 
of refining upgrading capacity, and high gasoline demand. Margins began declining in late December 
1988, and the decline continued until the end o f the first quarter when margins recovered, becoming 
unusually strong for the second quarter. Margins fluctuated widely during the last half o f 1989, 
with a sharp increase in December as supplies were disrupted by extremely cold weather. Firm raw 
material costs coupled with falling product prices have severely squeezed margins since mid-January.
Operations in the U.K. and Western Europe earned $7.8 million compared to $5.7 million in 1988 
and $4 million in 1987. Margins, including retail sales, were $2.78 a barrel in 1989, $2.30 in 1988, and 
$2.17 in 1987. Sales volumes fluctuate with timing o f cargo sales and increased two percent in 1989 
and 13 percent in 1988. Retail margins in the U.K. have been relatively stable at attractive levels 
during the last three years. Margins on cargo sales, which were at unprofitable levels in 1987, 
yielded profits in 1988 and showed further improvement in 1989.
In Canada, earnings from purchasing, transporting, and reselling crude oil were $6.5 million 
compared to $5.9 million in 1988 and $3.9 million in 1987. Higher unit margins on sales o f purchased 
crude, partially offset by lower volumes, resulted in the 1989 improvement. The increase in 1988 
was due to 100-percent ownership o f the Canadian company compared to 77 percent for most of 
1987, higher value for the Canadian dollar compared to the U.S. dollar, and increased volumes.
Contract Drilling. Losses were $39.4 million in 1989, $37.2 million in 1988, and $45.1 million in
1987. ODECO’s average worldwide utilization rate rose from 50 percent in 1987 to 62 percent in
1988, and there was meaningful improvement in average day rates for the year. Reactivation and 
mobilization costs also decreased $4.8 million to $2.1 million. Utilization was 53 percent at the 
beginning of 1989 and averaged 55 percent for the year. This decrease in utilization coupled with 
weaker day rates for semi-submersibles, particularly in the Gulf o f Mexico, resulted in slightly 
higher losses in 1989. The table on page 16 shows utilization trends in 1989 for the Gulf o f Mexico 
and for semi-submersibles in the North Sea.
Diving. Profits began to recover in 1988 and were a record $6.6 million in 1989 compared to 
losses o f $1.5 million in 1988 and $7.4 million in 1987. This stronger performance was due primarily 
to an improving rate structure, aggressive cost control measures implemented during 1988, and a 
bidding policy that emphasizes profit. Diving revenues increased five percent in 1989, while 
expenses declined seven percent.
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Farming, Timber, and Real Estate. Earnings in 1989 were $3.3 million compared to $5.7 million 
in 1988 and $6.8 million in 1987. Unit margins on lumber sales decreased 76 percent due mostly to 
higher unit costs from start-up problems at the Waldo mill. Sales volumes were also down eight percent. 
Earnings from farming decreased $1.2 million from the record achieved in 1988, while sales of 
residential lots contributed $.9 million to profits. In 1988 unit margins on lumber sales declined 38 
percent, sales volumes were down seven percent, and there was no income from real estate. These 
negative factors were partially offset by a 25-percent increase in timber prices and record profits 
from farming.
Corporate. This segment includes interest and corporate overhead not allocated to the operating 
functions. The net cost increased $1.1 million in 1989 and $7.4 million in 1988. The increase in both 
years was due to higher net interest and unallocated corporate overhead.
Unusual or Infrequently Occurring Items. Net income for the last three years included the 
following:
Amendments and Adjustments to Certain Gas Sales Contracts—Amendments and adjustments
to contracts with gas transmission companies for sale o f gas in the Gulf of Mexico resulted in
gains o f $3.4 million in the third quarter o f 1988 and $11.3 million in the third quarter and $1.9
million in the fourth quarter o f 1987.
Provision fo r  Loss on Agreement With Banks That Issued Letters o f Credit fo r  an Insurance 
Subsidiary. During the fourth quarter o f 1987, ODECO provided $100 million for its estimated loss 
resulting from an agreement to pay bank creditors o f Mentor Insurance Limited (Mentor) amounts 
drawn by Mentor creditors under letters o f credit issued by such banks. This provision reduced the 
Company’s earnings $61.1 million. See Note D to the consolidated financial statements.
Net Gains From  Asset Dispositions. Recoveries from third parties related to the sinking o f a 
drilling rig in a prior year resulted in a 1989 fourth quarter gain o f $3.9 million. Net gains in 1988 
included the following: $6.6 million in the second quarter from sale of a crude oil tanker; $3.7 million 
in the third quarter from sale o f an undeveloped refinery site; and $6 million in the fourth quarter, 
which included $5 million from insurance proceeds for the drilling barge Ocean Odyssey, $ .6 million 
from sale o f a surplus dive-support vessel, and $.4 million from sale of another undeveloped refinery 
site. The 1987 second quarter gain was from sale of an interest in a small U.K. North Sea gas property.
Adjustment of Income Tax  Provision. Settlement o f a dispute with U.K. authorities on taxability of 
foreign exchange gains resulted in a $4.1 million gain in the second quarter o f 1988.
Settlement of Land Rental Dispute. Settlement o f a dispute with the Shetland Islands Council 
concerning rental for the Sullom Voe terminal site resulted in a fourth quarter 1988 gain o f $3.4 
million.
Impact o f Inflation
General inflation was moderate during the last three years in most countries where the Company 
conducts operations; however, Murphy’s unit revenues and costs do not necessarily correlate to 
changes in the general inflation rate. Murphy’s capital and operating costs are influenced to a larger 
extent by specific changes in the oil and gas industry than by changes in general inflation. Oil and 
petroleum product prices reflect the balance between supply and demand, with crude oil prices 
being particularly sensitive to OPEC production levels. Natural gas prices are affected by supply 
and demand, by rate-regulated gas transmission companies, and by the fact that delivery o f supplies 
is generally restricted to specific geographical areas. Contract drilling and diving revenues respond 
to the level of oil and gas activities in combination with availability of competing equipment. Lumber 
and farm commodity prices reflect the balance between supply and demand.
New Accounting Standard
Statement o f Financial Accounting Standards No. 96 (SFAS 96), Accounting for Income Taxes, 
was issued by the Financial Accounting Standards Board (FASB) in December 1987 and requires a 
change from the deferred method to the assets and liability method o f accounting for income taxes. 
Under the assets and liability method, deferred taxes are recognized for the tax consequences of 
“ temporary differences”  by applying enacted statutory tax rates applicable to future years to 
differences between the financial statement carrying amounts and the tax bases of existing assets 
and liabilities. E ffect on deferred taxes of a change in tax rates is recognized in income in the period 
covering the enactment date. The date for implementation o f SFAS 96 has been delayed twice, and 
adoption is not required until 1992. Upon adoption, provisions o f SFAS 96 may be applied without 
restating prior years’ financial statements or may be applied retroactively by restating any number
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of consecutive prior years’ financial statements. Because the FASB is still considering amendment 
o f this Statement, the Company has not determined the impact SFAS 96 will have on its financial 
statements or whether it will initially apply the statement retroactively.
• • • •
Outlook
In planning for 1990, prices for oil and gas remain an uncertainty, even though crude oil prices 
were higher than generally expected during 1989. Constant reassessment o f spending plans is 
required in an environment where major fluctuations occur in prices for oil and gas and margins on 
petroleum product sales. Capital expenditures for 1990 are budgeted at $303 million. A  major portion 
of this amount, $207 million or 68 percent, is allocated for exploration and production. Geographically, 
about 54 percent o f the exploration and production money is designated for the U.S., with primary 
emphasis in the Gulf o f Mexico, 14 percent for Canada, and the remaining 32 percent for overseas 
operations. Contract drilling and diving are budgeted at $18 million. Other budgeted expenditures 
include: $62 million for refining, marketing, and transportation, including $15 million for the 
expansion project at Meraux; $11 million for farming, timber, and real estate; and $5 million for 
miscellaneous items. Capital and other expenditures are under constant review, and these budg­
eted amounts may be adjusted to reflect changes in estimated cash flow.
On October 30, 1989, the Board o f Directors o f ODECO adopted a restructuring plan that 
contemplated a series o f transactions described in Note C to the consolidated financial statements. 
Assuming completion o f the series o f transactions set forth in the plan, Murphy will account for its 
investment in the drilling company by either the equity method or as a portfolio investment, 
depending upon its ultimate ownership percentage and related considerations. As a result, presentation 
o f the contract drilling business in Murphy’s consolidated financial statements will be considerably 
different from periods when such operations were conducted by a majority-owned subsidiary. 
ODECO has signed an agreement, subject to certain contingencies, that could result in sale o f the 
diving business by mid-April 1990. Note R to the consolidated financial statements sets forth 
revenues, earnings (losses), and assets o f this business for the last three years.
A. O. SMITH CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations 
Results o f Operations
Sales in 1989 o f $976 million were slightly less than the record in 1988 o f just over one billion 
dollars. The decline was due primarily to the downturn in the automotive industry resulting in $37 
million o f lower sales by the Automotive Products Company.
Over the past five years, the Company has become less dependent on sales to the automotive 
industry. Total sales during this time period have increased from $880.9 million to $976.3 million, 
but automotive sales have decreased from 68% o f the total to 51% in 1989.
Sales for the Automotive Products Company were $495.7, $533.0, and $548.1 million in 1989, 
1988, and 1987, respectively. Passenger car frame sales continued to decrease during the period and 
the phaseout o f passenger car frames is nearly complete. As the result o f substantially lower 
volumes during the third and fourth quarters, the company’s 1989 earnings fell from year earlier 
levels. A  reduction in inventory quantities emanating from the lower volumes resulted in a LIFO 
inventory liquidation. Results for 1988 compared to 1987 decreased due to an overall change in 
product mix together with higher-than-anticipated costs for material and overtime to meet customer 
demand. In late 1989, the company and its major union agreed to a new contract that is designed 
to upgrade the quality and productivity of the Milwaukee Heavy Truck Division operations. Effective 
in 1990, this agreement should favorably impact the profitability o f over $80 million in sales. The 
company expects the downturn in the U.S. automotive industry to continue through early 1990 and 
has implemented cost reduction measures to mitigate the impact.
Electrical Products Company sales o f $251.8 million were down about 5% from 1988’s total of 
$264.4 million, but were up from the $237.9 million recorded in 1987. Sales in 1988 increased due 
to the hot summer which resulted in strong demand for pool, pump, and hermetic motors. A  53-day 
strike at the Mt. Sterling, Kentucky plant in 1989 and restructuring charges contributed to lower 
earnings for the year. In addition, for competitive reasons, the company has not been able to pass
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on to its customers much o f the considerable increases in copper and aluminum prices which have 
occurred in the past few  years. This put serious pressure on margins in 1989 and 1988. Prices at 
December 31, 1989 for these commodities are down significantly from the 1989 highs but have not 
returned to the 1987 levels. The company has undertaken programs, including the use o f futures 
contracts, which w ill allow it to better control these costs.
The Water Products Company had record sales in 1989 o f $176.2 million, up from the $165.5 million 
and $157.6 million reached in 1988 and 1987, respectively. Unfavorable pricing and higher-than- 
anticipated material costs adversely affected earnings which declined in 1989 from the 1988 record. 
Improvements in pricing and productivity in 1988 resulted in significantly higher earnings than 
1987. The company expects material costs and pricing conditions to improve in 1990 and also 
expects to benefit from newly acquired Western distribution which could result in incremental 
sales exceeding $10 million in 1990.
Another outstanding year was achieved by Smith Fiberglass Products in 1989 with sales of 
almost $50 million being slightly less than 1988’s record and earnings reaching a new high. A  continua­
tion o f favorable market conditions contributed to the results as did continued efficiency in plant 
operations. Sales in 1988 doubled and earnings increased substantially over the prior year as a result 
of strong performances in all segments of the business and an acquisition made at the end o f 1987.
The Company’s equity in earnings o f affiliates, primarily Metalsa, S.A., located in Monterrey, 
Mexico was $1.3 million in 1989, $2.3 million in 1988 and $1.7 million in 1987. In 1988, Metalsa 
acquired a partial interest in another Mexican automotive supplier, the losses o f which in 1989 
unfavorably impacted Metalsa’s results. In 1990, Metalsa acquired the balance of the company and 
is restructuring its operations to achieve profitability in the acquisition and expects to report higher 
total profits in 1990.
Selling, general, and administrative expenses have been held level the last three years; however, 
interest expense rose in 1989 as it had in 1988 compared to 1987. This was the result o f increased 
borrowings to finance the Company’s capital projects and higher interest rates. As discussed in the 
notes to financial statements, a number o f other factors affected 1989 results including changes in 
policies for compensated absences and internal engineering costs.
In the fourth quarter o f 1989, the Company announced a restructuring program affecting 
several operating companies that will enable it to operate more competitively and efficiently. As a 
result of the pre-tax restructuring charge of $15.6 million and an extraordinary charge of $4.6 million 
after tax for a lawsuit against a former subsidiary, the Company sustained a loss o f $13.2 million 
compared to earnings applicable to common stockholders o f $15.3 million and $14.8 million, in 1988 
and 1987, respectively. Earnings in 1987 were enhanced by $3.0 million representing the effect of 
a change in accounting for income taxes as required by Financial Accounting Standard No. 96. The 
1989 loss was not fully tax affected as $3.3 million of available tax credits could not be recognized 
for financial reporting purposes. Future earnings will, however, benefit from the utilization of 
these credits.
With the productivity improvements achieved throughout the Company and other favorable 
developments discussed above, A. O. Smith Corporation expects 1990 to show considerable earnings 
improvement over 1989. While the slowdown in the automotive industry may carry well into the 
new year, a general recession is not anticipated and an objective set by management of earning $3 
per share in 1990 is attainable given reasonable market conditions.
•  •  •  •
DIVISION BY BOTH YEAR OF OPERATION AND BUSINESS SEGMENT
AMETEK, INC. DECEMBER 31, 1989
Management’s Discussion and Analysis o f Financia l Condition and Results o f Operations
Review o f Operations—1989 Compared to 1988
Sales, Orders, and Earnings. Sales for 1989 were a new record for the restructured company— 
which spun o ff several businesses to stockholders in November 1988—at $587.8 million, an increase 
of $67.3 million, or 12.9%, over 1988 sales of $520.5 million. The acquisition of the Aerospace Products 
business in the third quarter o f 1989 was the major reason for the sales increase, aided by higher 
sales o f industrial gauges, liquid filtration units and specialty metal products.
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New orders during 1989 were $686.6 million, an increase o f $151.1 million, or 28.2%, over 1988. 
The backlog o f orders was $250.2 million at year-end, a 65.3% increase over 1988.
Operating profit o f business segments o f $86 million for 1989 increased 12.4% from $76.5 million 
in 1988. Favorably affecting results in 1989 was improved operating performance by businesses in 
the Industrial Materials and Precision Instruments groups, offset somewhat by sluggish product 
demand and reduced operating performance in the Electro-Mechanical group.
Corporate expenses o f $25.4 million in 1989 increased $4.6 million or 22.3%, resulting primarily 
from higher net interest expense from higher average debt at higher interest rates, and lower average 
investments during the year. Research and development expenses o f $17.6 million in 1989 were 
essentially unchanged from the $17.3 million amount in 1988. However, as o f December 31, 1989, 
corporate-funded research and development programs and facilities not related to our current 
product lines were discontinued. Corporate research activities which are product-related have 
been transferred to divisions benefiting directly from the research being performed.
Net income in 1989 was $38.3 million, or $.87 per share, compared to $35.1 million, or $.80 per 
share earned by continuing operations in 1988. Net income for 1988 was reduced by a $4.6 million 
($ .10 per share) loss related to spun o ff operations, and a $3.5 million ($ .08 per share) charge to cover 
the costs of the spin-off. Net income in 1988 was increased by a $3.6 million ($.08 per share) cumulative 
credit resulting from a change in accounting for income taxes.
The Company expects the trend o f higher sales and order input to continue into 1990, driven by 
the acquisition of Aerospace and the Weston Instruments business in 1989. These acquisitions substan­
tially increase the Company’s participation in the aerospace and aircraft instrument markets.
Business Segment Results. Sales by the Electro-Mechanical group totaled $199.5 million in 1989, 
a decrease o f $12.2 million, or 5.8%, from 1988. The sales reduction resulted from lower sales o f 
graphics plotters and electric motors, caused by slack demand in computer and business machine 
markets. Operating profit o f this group declined by 21.7%, to $25 million in 1989, from $31.9 million 
in 1988. Operating profit in 1989 was adversely affected by the lower sales volume, continuing price 
competition, changes in product mix and material cost increases. Although this group experienced 
an overall softening in new orders in 1989, fourth-quarter orders showed an increase.
Precision Instruments group sales o f $218.5 million in 1989 increased 44.2% from the $151.6 million 
recorded in 1988, as a result o f the addition o f Aerospace in the third quarter and sales o f aircraft 
instruments by the U.S. Gauge division. In addition, all other businesses in this group reported sales 
increases. Group operating profit increased 38.6%, from $19.8 million in 1988 to $27.5 million in
1989. The higher profit margin is attributable to the higher sales volume and improved productivity.
The Industrial Materials group reported sales o f $169.9 million in 1989, an increase o f 9.1%, 
compared to 1988 sales o f $155.6 million. Sales increased in most businesses in the group, with the 
largest increases in high-purity metal powders and liquid filtration products. Operating profit of 
this group increased 35.4% to $33.6 million in 1989, compared to $24.8 million in 1988. The profit 
increase was mainly attributable to the higher sales volume, improved cost controls, and gains on 
the sale of a product line and on the transfer o f the Sparta plant in connection with the acquisition 
o f Aerospace.
Review o f Operations—1988 Compared to 1987
Sales, Orders, and Earnings. Sales by continuing operations for 1988 o f $520.5 million 
increased $89.4 million, or 20.7%, over 1987 sales o f $431.1 million. A ll segments reported higher 
sales, including significant sales from the Specialty Metal Products business, acquired in the first 
quarter of 1988.
New orders during 1988 were $535.6 million, an increase o f $74.4 million, or 16.1%, over 1987. 
The backlog o f orders was $151.4 million at year-end, up 11% over 1987.
Although sales improved significantly, operating profit o f business segments o f $76.5 million for 
1988 fell 2.5% from the $78.5 million level achieved in 1987. Adversely affecting segment operating 
profit in 1988 were higher selling expenses, a portion o f which was applicable to the newly acquired 
business, price competition, increased raw material costs, changes in product mix, and inefficiencies 
related to capacity restraints.
The effective income tax rate of 37.1% in 1988 reflected the lower statutory federal tax rate. The 
1987 effective tax rate o f 37.4% benefited from a favorable fourth-quarter income tax settlement 
o f certain tax years.
Income from continuing operations after income taxes declined 4.3% in 1988 to $35.1 million, 
or $.80 per share, compared to $36.7 million, or $.84 per share, in 1987, because of the reasons men­
tioned above and higher research and development expenses.
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Net income was $30.6 million, or $.70 per share, compared with $41.2 million, or $.94 per share, 
in 1987. Results for 1988 included a $4.6 million ($.10 per share) loss related to spun o ff operations, 
compared to a $4.5 million ($.10 per share) profit reported by these operations in 1987, as well as a 
$3.5 million ($.08 per share) charge, in 1988, principally in the second quarter, to cover the costs o f 
the spin-off. Also, net income in 1988 was increased by a $3.6 million ($.08 per share) first-quarter 
cumulative credit resulting from a change in accounting for income taxes.
The operations spun o ff to Ketema, Inc. were adversely affected in 1988 by excess engineering 
and manufacturing costs incurred by Ketema’s Aerospace and Electronics (formerly Ametek 
Straza) division—which is the focus o f a government investigation (see Note 11 to the financial 
statements)—increased maintenance and repairs, increased unrecovered raw material costs and 
higher research and development expenses.
Business Segment Results
Electro-Mechanical group sales of $211.7 million increased $32.1 million, or 17.9%, from 1987. The 
sales improvement resulted primarily from the steady increase in worldwide demand for electric 
motors, including higher export sales, and a full year’s sales contribution by a business acquired in 
the first quarter o f 1987. Group operating profit declined by $3.8 million, or 10.8%, to $31.9 million 
in 1988, from $35.7 million in 1987. Operating profit in 1988 was adversely affected by loss provi­
sions related to an important customer’s financial difficulties, price competition including the ina­
bility to fully recover certain raw material cost increases, inefficiencies related to capacity 
restraints and lower profit margins on certain new products.
Sales by the Precision Instruments group o f $151.6 million in 1988 increased $10.5 million or 
7.4% from the $141.1 million recorded in 1987, principally due to increased sales o f industrial gauges 
and gas analyzers. Operating profit for this group declined 10.3%, from $22.1 million in 1987 to $19.8 
million in 1988. The lower profit margin is attributable to changes in product mix, higher manufac­
turing costs, and manufacturing inefficiencies experienced at a plant where production volume 
was growing significantly.
Sales by the Industrial Materials group totaled $155.6 million in 1988, an increase of $52.4 million, 
or 50.7%, when compared to 1987. While every business in the group showed higher sales, the 
increase was mainly attributable to a new business acquired at the start o f 1988. Operating profit 
o f this group increased 20.1% to $24.8 million in 1988, compared to $20.6 million in 1987. The profit 
increase was mainly attributable to the increase in sales volume, including the acquisition, partially 
offset by start-up costs at a new plant.
• • • •
ARMSTRONG WORLD INDUSTRIES, INC., DECEMBER 31, 1989
Management's Discussion and Analysis of Financial Condition and Results of Operations 
1989 Compared With 1988
• • • •
Consolidated Results
Record sales and record net earnings were achieved in 1989. However, operating profits fell 
short o f 1988 levels in certain businesses in the face o f receding demand in these markets. This was 
the second consecutive year in which the company received little help from the economies of the 
countries where it does business. Worldwide sales from continuing businesses in 1989 reached $2.51 
billion, 10% higher than the comparable 1988 figure o f $2.29 billion. More than two-thirds o f the 
year-to-year increase is attributable to American Olean sales—which are included for all o f 1989 but 
for only one quarter o f 1988. Earnings after tax from continuing businesses were $153.7 million 
compared with $151.0 million in 1988, a 2% increase. Earnings per share o f common stock from continu­
ing businesses were $3.17 on a primary basis and $3.03 on a fully diluted basis, compared with $3.26 
in 1988.
Net earnings in 1989 were $187.6 million, a 15% increase from the $162.7 million reported in 1988. 
Included are after-tax earnings from the discontinued carpet and digital color processing businesses 
(sold in late 1989) o f $12.2 million in 1989 and $11.7 million in 1988, and the 1989 gain o f $21.7 million 
from their sale. Net earnings per common share were $3.92 on a primary basis and $3.72 on a fully 
diluted basis compared with $3.51 in 1988. The return on common shareholder’s equity in 1989 was 
17.9% compared with 17.0% in 1988.
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Earnings from continuing businesses for 1989 also reflect an improvement in the company’s 
effective tax rate. In 1989 its effective tax rate was 35.3% compared with 37.6% in 1988.
Earnings from continuing businesses before income taxes were $237.6 million, a 2% decline 
from 1988’s $242.1 million. The decline was attributable to higher interest expense and an adverse 
swing in miscellaneous items—from income o f $13.0 million in 1988 to expense o f $.6 million in 
1989. The reasons for this swing include: the effects o f 1988 gains o f $9.0 million, that did not repeat 
in 1989, for items like the settlement of prior year’s tax issues and foreign exchange; accrued severance 
pay o f $5.9 million in 1989 for personnel reductions from function eliminations and announced restruc­
turing changes; and an increase o f $9.4 million from amortization o f intangibles. Partly offsetting 
these negative factors were 1989 gains o f $4.4 million from the asbestos-related insurance settlement 
and a year-to-year increase o f $6.4 million from gains on the sale o f assets, primarily in the building 
products segment.
Earnings from continuing businesses before other income (expense) and income taxes were 
$279.4 million in 1989, a 9% increase from the $255.5 million in 1988. These results did not keep pace 
with the year-to-year sales increase because of a number of factors: lower unit sales volume in certain 
businesses, higher depreciation from record prior year investments in new businesses and facilities, 
continued investment in research and development and national television advertising, start-up 
costs for new facilities, and higher than normal obsolescence associated with the modernization of 
American Olean’s Lansdale, Pennsylvania plant.
Partially offsetting these higher costs were the benefits from sales price increases that exceeded raw 
material price increases; income from 1988 investments in capabilities, facilities, and capacities 
that were brought to full production in 1989; pension credits o f $7.0 million in 1989 compared with 
credits o f $4.3 million in 1988, and the contribution from American Olean, acquired in the fourth 
quarter o f 1988, despite the adverse effects o f the obsolescence o f machinery, inventory write-offs, 
and manufacturing inefficiencies mentioned earlier.
The implementation date for the Statement o f Financial Accounting Standard’s No. 96, 
“Accounting Taxes,”  was again deferred until fiscal years beginning after December 15, 1991. However, 
it is the company’s intention to implement this statement effective the first quarter o f 1990. Assuming 
income tax rates remain the same, implementation is expected to reduce the company’s liability for 
deferred income taxes.
Geographic Area Results (see page 26)
United States. Sales in 1989 increased by 8% from the 1988 level. Operating profits were 6% 
higher. Sales o f American Olean, included for the full year 1989 but only the last quarter of 1988, 
were the principal reason for the sales increase. These results were achieved in an environment that 
began weakening in 1988 and continued through 1989. The company’s markets reflected the effects 
o f continuing weakness in consumer household durable goods and new housing starts. In addition, 
nonresidential construction, while increasing in the first quarter, weakened through the remainder 
of 1989. Outlays for the improvement and refurbishing of home and nonresidential buildings continued 
to increase during 1989. This helped to offset some o f the effects o f the weakness in other markets.
Higher sales prices more than offset the negative effects o f higher raw material prices that rose 
through the first half o f 1989 and began to decline in the second half. These factors, combined with 
improved manufacturing processes, a continued emphasis on cost control, the positive influences 
of the company’s Quality Management Process, and increased emphasis on serving the customer and on 
employee involvement, enabled some businesses to do better than the market opportunity afforded.
The company’s carpet and digital color processing control businesses were sold during the 
fourth quarter o f 1989. The effects on the reported results are included in the Consolidated results 
section on page 32.
Export trade sales o f Armstrong products from the United States in 1989 improved 13% when 
compared with 1988.
Europe. During 1989, demand for building and insulation products remained strong in the commer­
cial sector o f most European markets. However, weakness in the British economy caused by high 
interest rates led to declines in opportunity in some sectors o f the company’s markets. In addition, 
the U.S. dollar strengthened during 1989, which had the effect o f lowering sales by 5% and operating 
profits by 6% when European results were translated into U.S. dollars. As a result, sales declined 
1% and operating profits were 8% lower when compared with 1988.
The principal reasons for the year-to-year decline in operating profit were the effects o f foreign 
currency translation mentioned previously and a swing from a gain in 1988 to a modest loss in 1989 
from foreign exchange hedging transactions.
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During 1989, the company continued to expand capacity, upgrade manufacturing equipment, 
and introduce new technologies in many of its European businesses. These changes were most notable 
in the ceilings and industry products areas.
Other Foreign. Both sales and operating profits in 1989 exceeded 1988 results by 9%. Canada 
continued to record sales and profit improvements; but in Australia, where real economic growth 
was weaker, declines occurred in both sales and operating profits.
Industry Segment Results (see page 27)
Floor Coverings. Sales for this segment were 11% higher in 1989 than 1988, with operating 
profits up by 7%. Sales o f the resilient floors and ceramic tile portion increased 21% with the large 
majority of the increase attributable to sales of American Olean which were included for the full year 
1989 but only one quarter o f 1988. New products, new capacities, and some new overseas distribu­
tion helped the resilient floors and ceramic tile portion overcome relatively weak market conditions. In 
the carpet portion o f this segment, sales in 1989 were lower than 1988, because 1989 includes only 
11 months o f sales as well as the effects o f weaker market conditions.
Operating profits during 1989 were restricted by foreign exchange losses, a weak British economy, 
raw material prices that—although higher in total—declined in the latter half o f 1989, and the 
American Olean obsolescence. However, higher sales prices, lower manufacturing costs, and lower 
advertising and promotion expenses more than offset the adverse factors mentioned above and 
provided the 7% increase in operating profits.
Investment in property, plant, and equipment continued at a high level in 1989 but did not 
reach the record levels o f 1988, when American Olean was purchased. During 1989 this Armstrong 
subsidiary began a major modernization at its Lansdale, Pennsylvania, manufacturing facility. This 
project includes two new glazed walltile production lines and improvements to existing manufac­
turing equipment. When completed in late 1990, the project will significantly reduce manufacturing 
costs, improve yield, and increase flexibility to respond to customer needs. The company also added 
a new state-of-the-art floor tile line at its South Gate, California, manufacturing plant and increased 
production capacity for existing tile products at that plant and at the Montreal, Quebec, plant. 
These additions allow the company to better serve its growing floor tile business in North America. 
Other major projects either completed or underway will add production capacity, enhance manufactur­
ing capabilities, improve quality, improve distribution, or reduce costs.
Building Products. As a result o f the decline in commercial construction and continuing competi­
tive pricing pressures, worldwide sales o f this segment continued to grow slowly throughout 1989. 
Sales increased 1% from 1988 levels. Operating profits improved 9% when compared with 1988. 
More than half the year-to-year improvement in operating profit was due to increased gains from 
the sales o f excess real estate. Adverse factors affecting the 1989 results include unfavorable 
exchange rate changes, lower unit sales volume, and start-up costs o f new facilities. However, a 
combination of modest sales price increases on certain products, manufacturing cost efficiencies, 
the installation o f flexible manufacturing systems, and expense control more than offset these 
adverse factors and led to the improved operating profit.
Capital expenditures in 1989 nearly doubled those of 1988. Major projects either completed or 
underway include a substantial expansion o f ceiling production capacity in Team Valley, England, 
capacity expansion at the ceilings plant in Hoogezand, Netherlands, the installation o f flexible 
manufacturing systems at the company’s ceilings plant at Pensacola, Florida, and Munster, West 
Germany, and the renovation and installation o f equipment to manufacture architectural ceiling 
products at the St. Helens, Oregon, plant purchased in 1986. As the only West Coast production 
facility in the industry, the plant at St. Helens will substantially increase the company’s mineral 
fiber ceilings capacity and provide a significant advantage in serving customers in the western 
United States and Canada as well as countries o f the Pacific Rim.
Furniture. The operating results for this segment in 1989 were mixed, with sales increasing 5% 
and operating profits declining 12%, when compared with 1988. Although sales were increased in 
all subsegments o f this business, the combination of higher costs for increases in capacity completed in 
1988 and 1989 and the impact on demand from high interest rates continued to exert pressure on 
profit margins. A  major factor in the higher sales achievement is the continuing success o f the 
Thomasville Gallery program. During the last two quarters of 1989, operating profits reflected modest 
increases over those reported in 1988 as a result o f lower manufacturing costs and operating 
expense control.
During 1989, a number o f actions were taken to improve capabilities, enhance product quality, 
provide better customer service, and increase manufacturing capacity. These projects included
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construction o f a plant in Troutman, North Carolina, to produce wooden frames for upholstered 
furniture; conversion o f the Pleasant Garden, North Carolina, plant to produce dining room and 
bedroom furniture; the transfer o f production o f occasional tables from Pleasant Garden to the 
Johnson City, Tennessee, plant o f Gordon’s, Inc., a Thomasville subsidiary; capacity increases at 
two dining room furniture plants in the Thomasville, North Carolina, area; and a broad Quality 
Management effort involving employees, dealers, suppliers, and transport carriers to develop a new 
on-time delivery system for contract furniture customers.
Industry Products and Other. Net sales for this segment decreased by 1% in 1989 when compared 
with 1988 and operating profits declined by 12%. These declines were due in part because Applied 
Color Systems was included for only 10 months o f 1989 and in part because o f lower demand in 
almost all o f the other businesses. The only major business to show sales and operating profit 
improvement was the worldwide insulation business. The company’s Italian subsidiary, which 
experienced start-up and changeover cost at its insulation manufacturing facilities in 1988, returned to 
operating profitability in 1989.
Several projects were undertaken in 1989 to improve product quality and provide better service 
to the customer. These included introduction o f the world’s first chlorofluorocarbon-free (CFC) 
polyethylene pipe insulation in Europe and improving product characteristics for A P  Armaflex 
pipe insulation in the United States. Also, process improvements were made to the company’s broad 
line o f asbestos-free gasket materials to permit greater control o f manufacturing costs and enhance 
product consistency.
1988 Compared With 1987:
Consolidated Results
Record sales and record earnings were achieved in 1988—a period in which the company 
received little help from the economies of the countries in which it does business. Worldwide sales 
o f $2.29 billion were up 15% from 1987 sales o f $2.00 billion. Net earnings in 1988 were $162.7 million, 
a gain o f 8% from the $150.4 million reported for the previous year. Earnings per share o f common 
stock were $3.51 in 1988, an increase o f 10% over the $3.18 per share in 1987, when there were more 
shares outstanding. The return on average common shareholders’ equity was 17.0% in 1988, compared 
with 17.6% in 1987.
These results include earnings from businesses sold in 1989 amounting to $11.7 million in 1988 
and $10.4 million in 1987. Earnings from continuing businesses in 1988 were $151.0 million or $3.26 
per common share compared with $140.0 million or $2.96 per common share in 1987.
Included in the improved earnings from continuing businesses for 1988 was a reduction in the 
effective tax rate to 37.6% from 40.9% in the prior year. The most significant reason for the improve­
ment was the 1988 reduction in the U.S. statutory tax rate.
Earnings from continuing businesses before income taxes were $242.1 million in 1988, an 
increase o f 2% over the $236.8 million in 1987. These results did not keep pace with the year-to-year 
sales increase because of a number of factors: increased raw material prices that were not fully offset 
by sales price increases; start-up costs for new facilities; the costs of expanded national television 
advertising, and higher interest expense.
Many o f these costs were incurred during 1988 because the company continued to invest in the 
future with acquisitions (described in the industry segment narrative beginning in the column to 
the right), along with record spending for new plants and expanded facilities, research and development 
efforts, and advertising.
Partially offsetting these higher costs were the benefits from the higher sales volume, higher 
miscellaneous income o f $11.1 million, and a reduction in pension costs. The higher miscellaneous 
income was generated from gains—on the sale o f assets, on the early recovery o f purchased tax 
benefits, from the settlement o f prior years’ tax issues, and from higher interest income. Pension 
costs reflected a $4.3 million credit in 1988 compared with a $.5 million cost in 1987, primarily 
because assets o f the U.S. defined-benefit plans generated returns that are greater than the annual 
obligations.
The use of lower-cost LIFO (last-in, first-out) inventories added $4.8 million to before-tax earnings 
in 1987, but 1988 results did not include such a benefit.
In the autumn o f 1988, the company announced an early retirement opportunity (ERO) with 
enhanced benefits for a number o f employees in the parent company and Thomasville Furniture, 
to take effect early in 1989. In 1989 the company settled the pension obligation for a portion o f the 
employees who elected the ERO; as a result, the earnings impact o f the enhanced benefits was not
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significant. The expected overall effect o f the ERO will be an improved cost profile and operating 
efficiencies in the future.
Geographic Area Results (see page 26)
United States. Sales in 1988 increased by 12% from the 1987 level. Operating profits moved 
ahead by less than 1%. Excluding American Olean, sales reflected an increase o f approximately 9%. 
These sales improvements were achieved in an environment that continued to weaken as the year 
progressed. Rising outlays for the improvement o f home and nonresidential buildings continued in 
1988, but housing starts and commercial construction were down. Despite these conditions, the 
company’s sales moved ahead.
Improved manufacturing technology, efficient and successful marketing, a continued emphasis 
on cost control, and the positive influences o f the Quality Management process continued to 
benefit the company during 1988. However, it took these benefits, the benefits of the higher sales 
volume, and a contribution from American Olean to offset the effects o f the cost increases 
discussed under Consolidated results.
Export trade sales from the United States in 1988 were up by 46% when compared with 1987. 
The relatively low value o f the U.S. dollar has made U.S. manufactured products more competitive 
worldwide. Export trade sales o f color-matching equipment from Applied Color Systems (sold in 
1989) were particularly strong during 1988.
Europe. During 1988 the economic environments in Europe were somewhat more favorable 
than in the previous year for the company’s products. As a result, sales increased 17% and operating 
profits improved 39% over those o f 1987. A ll o f the company’s major businesses participated in 
these increases.
The ability to generate higher sales and operating profits was made possible by continuing capital 
investments for increased capacity, expanded capabilities and new technology in the manufacturing 
plants of many o f Armstrong’s European businesses. The 1988 improvements from such investments in 
the company’s European ceilings business were particularly notable. Start-up and changeover costs 
at the Italian insulation manufacturing facilities, acquired in late 1987, lowered 1988 operating profit.
Approximately 20 % o f the sales increase and 15% o f the operating profit improvement were the 
result o f translating into U.S. dollars European currencies that were stronger than they had been 
the previous year.
Other Foreign. Sales rose by approximately 20% during 1988 with all marketing areas having 
increases, but the strongest improvement was in Canada. Operating profits were up by 14%, with 
the higher sales volume being the major contributor.
Industry Segment Results (see page 27)
Floor Coverings. Sales for this segment were 15% higher in 1988 than in 1987, with operating 
profits up by 2%. A  significant part o f these increases is attributable to the results o f American 
Olean, which were included from the date of acquisition in early October 1988. Sales o f resilient 
floors and all ceramic tile, up 19% from year-earlier levels, were aided by new products and new 
merchandising programs during the year. Sales in the carpet portion (sold in 1989) of this segment 
were up 5% in 1988, as new products were added to strengthen established best-seller product lines.
Operating profits during 1988 were hampered by significant increases in raw material prices 
and start-up costs to bring new manufacturing facilities on stream. Also, the year-to-year comparison 
is less attractive because 1987 operating profits benefited by $4.8 million from the use o f lower-cost 
LIFO (last-in, first-out) inventories. Operating profits in 1988 did not contain such a benefit.
From an investment standpoint, 1988 set new records. The acquisition o f American Olean 
launched Armstrong into a new core business—ceramic tile. American Olean is a leading U.S. 
manufacturer o f ceramic tile for floors, walls and countertops with six manufacturing facilities and 
61 company-operated distribution facilities. In Australia, Armstrong-Nylex acquired the assets of the 
wood flooring business of Wills Hartman. In addition, Armstrong’s new rotogravure sheet flooring 
plant at Stillwater, Oklahoma, was completed during 1988. Other major projects either completed 
or underway w ill add production capacity, enhance manufacturing capabilities, improve quality, or 
reduce costs.
Building Products. During 1988 sales increased 9% for this segment, while operating profits 
were up 20% from the 1987 achievement. The product offerings in this segment continue to sell well 
in the worldwide marketplace. Factors adversely affecting the 1988 results included start-up costs 
at the fiberglass ceilings plant in Hilliard, Ohio, continuing competitive pricing pressures, and higher
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sales o f lower-priced products. However, a combination o f cost efficiencies, capacity expansions, 
production-line integrations, and added sales volume more than offset these adverse factors and 
thus improved operating profits.
Capital expenditures remained at high levels in 1988, with principal investments being made to 
expand capacity and improve the flow  o f production within present plant sites. Also, during the 
year the company acquired the majority o f the assets o f Omni Wall Systems, Inc., to produce and sell 
floor-to-ceiling wall partition systems for office buildings and acquired the outstanding minority 
equity o f Forms + Surfaces, Inc.
Furniture. The operating results for this segment are mixed, with 1988 sales increasing by 16% 
from 1987 but operating profits declining by 15% from the year-earlier level. Major factors in the 
higher sales achievement are the continuing success o f the Thomasville Gallery program—a merchan­
dising concept that requires freestanding retail stores or separate areas within stores devoted 
exclusively to Thomasville products—and significant growth in the ready-to-assemble furniture 
business. In comparison with 1987, operating profits in 1988 were affected by higher raw material 
costs, start-up costs at new and expanded facilities, some unexpected production inefficiencies, 
and a less favorable product mix.
A  number o f actions were taken during 1988 to increase furniture manufacturing capacity, 
improve capabilities, and enhance product quality. Foremost o f these was the acquisition of Gordon’s, 
Inc., a leading manufacturer o f occasional furniture in Johnson City, Tennessee. Also, completed 
during 1988 were a new wood-carving plant and a plant to make veneer panels—both in Thomasville, 
North Carolina—and a major expansion to the Lenoir, North Carolina, bedroom furniture plant. In 
addition, a number o f other projects to provide added capacity were begun during 1988 but were 
not completed by year-end.
Industry Products and Other. Net sales for this segment were up 13% in 1988 when compared 
with 1987, and operating profits increased by 14%. Leading the way with these increases was 
Applied Color Systems, Inc. (sold in 1989), a subsidiary that benefited from the introduction o f a 
number o f new products in 1988. Also, the company’s gasket materials business showed improved 
operating results in 1988 as Armstrong became the first U.S. manufacturer to offer an asbestos-free 
line o f products. Start-up and changeover costs at the company’s insulation manufacturing facili­
ties in Italy acquired in late 1987, lowered operating profits in 1988.
Capital expenditures during 1988 were focused on improving the manufacturing process for 
gasket materials expanding capacity to make insulation materials, principally in Europe.
GENESCO INC., JANUARY 31, 1990
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
Recent Developments and Trends
The Company had pretax earnings of $19,812,000 in Fiscal 1990 compared to $15,699,000 in Fiscal 
1989. Fiscal 1989 earnings included a gain of $2,298,000 from purchase of annuities covering a portion 
o f the Company’s pension plan obligations. Sales increased 6% from $462,766,000 in Fiscal 1989 to 
$492,248,000 in Fiscal 1990. Total gross margin in dollars increased 10% and increased as a percent 
o f sales from 36.5% to 37.8%. Selling and administrative expenses increased 8% and also increased 
as a percent o f sales from 32.2% to 32.7%. Pretax earnings increased as a percent o f sales from 3.4% 
to 4.0%. Net earnings for Fiscal 1990 were $18,871,000 compared to $15,156,000 in Fiscal 1989.
The order backlog in dollars at January 31, 1990 for shoes and tanned leather was 34% less than 
at January 31, 1989. The decrease occurred in both tanned leather and shoes. The decrease in 
tanned leather backlog is due to postponement of customers’ orders resulting from changes in military 
bid procedures and specifications and from current high prices in the hide market. Most o f the 
leather tanned by the Company is used by other manufacturers in the production o f military boots. 
The decrease in the backlog o f shoe orders was primarily in private label and women’s branded 
product. The decline in private label orders was due to the Company’s decision to discontinue a 
portion o f its private label business. The decrease in the women’s branded backlog is due to a 
greater percentage o f customers placing at-once orders. The majority o f orders for shoes and tanned 
leather is for delivery within 90 days.
Tailored clothing backlog in dollars at January 31, 1990, consisting primarily o f spring 1990 and 
fall 1990 orders, was 12% lower than last year. The decrease is attributable to a softness in the tailored 
clothing market and represents principally a decrease in advance orders for fall 1990 tailored clothing 
and for career apparel. Although some improvement in the backlog has been experienced since
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January 31, 1990, the Company expects the softness in the tailored clothing market to continue 
through Fiscal 1991 and, therefore, expects to produce fewer units o f both tailored clothing and 
career apparel in Fiscal 1991.
During Fiscal 1990, the Company issued a total o f 1,879,000 shares o f its common stock in 
exchange for shares o f its series 5 subordinated serial preference stock, thereby eliminating $16.2 
million o f dividend and redemption arrearages, and thereafter paid in cash $1.6 million o f dividend 
and redemption arrearages on the series 1 and series 2 preference stock. On March 2, 1990, the 
board o f directors authorized the payment on April 30, 1990 o f the $2.8 million dividend and 
redemption arrearages remaining on all other classes o f preferred stock. As of May 1 , 1990, the Company 
will be current on all o f its preferred stock payments. Annual dividend requirements on all remaining 
classes o f preferred stock will be approximately $280,000.
The Company does not believe that inflation and changing prices during the periods covered in 
this discussion, except as discussed below, have had a material impact on the Company’s sales and 
operating results.
Results o f Operations
Pretax earnings o f the business segments discussed below reflect a reclassification where 
appropriate in the prior year periods to conform to the method o f presentation being utilized in the 
current year.
Year Ended January 31, 1990
Footwear retail operations produced pretax earnings o f $9,977,000, compared to $10,308,000 
last year. Sales increased $12,600,000 (6%), while unit sales decreased 7%. The decrease in unit sales 
was attributable in part to shifts in product mix to higher priced shoes in the Hardy and Journeys chains. 
The decline in pretax earnings was due primarily to increased losses in the Hardy operations and 
a 7.5% increase in expenses o f all retail operations, mainly from increased rents, advertising and 
sales commissions. During Fiscal 1990 the Hardy chain implemented a new merchandising strategy 
which resulted in higher than normal markdowns to dispose o f old merchandise.
Footwear wholesale and manufacturing operations (including leather tanning) produced pretax 
earnings o f $12,317,000 compared to $7,456,000 last year. Sales were $7,431,000 (5%) more than last 
year, while unit sales remained flat. Increased sales in the Company’s boot and men’s branded footwear 
businesses more than offset decreased sales in leather tanning and private label businesses. Most o f 
the improvement in pretax earnings was in western boots and men’s branded footwear. These 
improvements were the result o f both higher sales and improved gross margins primarily from 
increased manufacturing efficiencies.
Pretax earnings from tailored clothing operations improved $2,802,000 from $13,729,000 last 
year to $16,531,000 this year. Sales increased $9,451,000 (8%), while unit sales decreased 2%. The 
increase in dollar sales reflects higher prices for tailored clothing and increased career apparel 
business. The decrease in unit sales is believed to be attributable to higher inventory levels o f 
retailers due to consumer resistance to increased retail prices. See “ Recent Developments and 
Trends.’’ The improvement in pretax earnings resulted from better utilization o f excess piece goods 
and from reductions o f inventory valuation reserves primarily with respect to defective piece goods 
purchased last year from foreign mills. Operating expenses, principally sales expenses and bad debt 
expenses, increased 7%.
Interest expense decreased $421,000 (4%) from last year, and interest income increased 
$199,000 (9%). The decline in interest expense resulted from less long-term debt outstanding due 
to scheduled principal payments. The increase in interest income resulted primarily from higher 
interest rates.
Corporate and other expenses were $12,282,000 compared to $8,443,000 last year, an increase 
o f $3,839,000 (45%). Last year’s corporate expenses included an offsetting gain o f $2,298,000 from 
the purchase o f annuities covering a portion o f the Company’s pension plan obligations. Corporate 
expenses, excluding the gain, increased primarily due to increased bonus accruals that are based on 
profitability and to the charging o f salaries and expenses o f certain individuals to corporate staff 
this year and to tailored clothing and footwear operations last year.
Year Ended January 31, 1989
Footwear retail operations produced pretax earnings o f $10,308,000 in Fiscal 1989 compared to 
$5,342,000 in Fiscal 1988. Sales increased $16,144,000 (9%), while unit sales decreased 9%. The 
decrease in unit sales is attributable in part to a 5% reduction in the average number o f stores
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operated and a shift in product mix to higher priced shoes in the Jarman retail chain. The increase in 
pretax earnings was due to both the sales increase and a reduction in expenses as a percent o f sales.
Footwear wholesale and manufacturing operations (including leather tanning) produced pretax 
earnings o f $7,456,000 in Fiscal 1989 compared to $9,211,000 in Fiscal 1988. Sales were $14,342,000 
(12%) greater than in Fiscal 1988 with a 5% increase in unit sales. The increase in sales was primarily 
in the leather tanning operations, Mitre Sports athletic shoes and private label shoes. The decrease 
in pretax earnings was due to volume-related underabsorbed overhead in the manufacturing plants 
combined with poor customer acceptance o f a branded line o f women’s shoes. The underabsorption 
o f overhead was mainly attributable to a reduced level o f production o f boots in the first half o f the 
year compared to the prior year and a significant reduction in the pairs o f women’s shoes produced. 
Operating results include losses o f $1,106,000 and $1,039,000 in Fiscal 1989 and Fiscal 1988, respec­
tively, from a pilot venture liquidated in Fiscal 1990.
Tailored clothing operations pretax earnings improved $5,522,000 from $8,207,000 in Fiscal 
1988 to $13,729,000 in Fiscal 1989. Sales increased $26,436,000 (27%), while unit sales increased 
13%. The increase in unit sales reflects greater market acceptance o f the Company’s tailored cloth­
ing products. The increase in dollar sales also reflects higher prices due to increased costs o f fine 
wool piece goods used in the manufacture o f tailored clothing. The pretax earnings increase 
resulted from the sales increase and improved gross margins.
Interest expense decreased $456,000 (5%) from Fiscal 1988, and interest income decreased 
$1,479,000 (41%). The decline in interest expense in Fiscal 1989 resulted primarily from the prepay­
ment o f long-term debt at the end o f the first quarter o f Fiscal 1988. The decrease in interest income 
resulted primarily from the reduction in cash available for investment.
Corporate and other expenses were $8,443,000 compared to $9,151,000 in Fiscal 1988, a 
decrease of $708,000. Included in corporate and other expenses in Fiscal 1988 is an offsetting gain 
o f $2,298,000 from purchase of annuities covering a portion o f pension plan obligations. Corporate 
expenses, excluding the $2,298,000 gain, increased due to higher professional fees and higher year- 
end bonuses that are based on profitability.
Year Ended January 31, 1988
Footwear retail operations produced pretax earnings o f $5,342,000, compared to $5,230,000 in 
Fiscal 1987. Sales decreased $1,488,000 (1%), while unit sales decreased 13%, attributable in part to 
more promotional sales in Fiscal 1987. Sales and unit sales also decreased because o f an approxi­
mate 6% reduction in the number o f stores during Fiscal 1988. The increase in pretax earnings is the 
result o f improved margins.
Footwear wholesale and manufacturing operations (including leather tanning) produced pre­
tax earnings o f $9,211,000, compared to $5,661,000 in Fiscal 1987. Sales were $7,380,000 (6%) more 
than Fiscal 1987 with a 1% increase in unit sales. Unit sales increased despite a planned reduction 
in sales o f private label shoes and o f a line o f branded men’s shoes. The increase in sales occurred 
in most business units. An improvement in pretax earnings occurred in most wholesale business 
units, due principally to increased sales, higher gross margins and lower expenses. Operating results 
include start-up losses o f $1,039,000 and $657,000 in Fiscal 1988 and Fiscal 1987, respectively, from 
a new venture which utilized a patented polymer technology.
Tailored clothing operations produced pretax earnings o f $8,207,000 compared to $3,070,000 in 
Fiscal 1987. Included in Fiscal 1988 pretax earnings is $657,000 from the reversal o f an accrual made 
in Fiscal 1986 to cover costs o f closing a plant. The reversal resulted from a decision made in Fiscal 
1988 to continue to operate the plant. Sales increased $4,977,000 (5%) while unit sales increased 
7%. The increase in pretax earnings, excluding the $657,000 reversal, is attributable to increased 
sales and improved gross margins. Lower employee compensation costs are a factor in the improved 
gross margin. Operating expenses, excluding the $657,000 reversal, remained flat for the year, with 
a decrease in bad debt expense being offset by increased advertising and administrative expenses.
Interest expense decreased $3,406,000 (25%) from Fiscal 1987, while interest income increased 
$2,045,000 over the same period. The decline in interest expense resulted primarily from the 
prepayment o f long-term debt at the end o f the first quarter o f Fiscal 1988. Interest income 
increased from the investment o f cash received from divestiture in Fiscal 1987 o f certain business 
units. The Company had no short-term indebtedness outstanding during Fiscal 1988, but averaged 
$2,485,000 outstanding in Fiscal 1987.
Corporate and other expenses were $9,151,000 compared to $10,711,000 in Fiscal 1987. The 
$1,560,000 (15%) decrease is due to lower staff expenses (primarily from lower employee benefit 
costs) and to lower financing expenses in Fiscal 1988.
•  • • •
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JOHNSON CONTROLS, INC., SEPTEMBER 30, 1989 
Management’s Discussion and Analysis 
Segment Results and Outlook:
Controls
1989 vs. 1988. Sales increased 16% primarily due to the May 31, 1989 acquisition of Pan Am 
World Services, Inc. (World Services). Sales o f systems and services to the worldwide commercial 
building market were also higher. Operating income increased only 7% because o f lower margins 
and purchase accounting expenses associated with World Services, which more than offset higher 
margins on international sales. Sales and operating income from a Japanese affiliate are not 
included in 1989 amounts because o f the formation o f a joint venture in that country. The unearned 
backlog o f contracts at year end totalled $1.3 billion versus $600 million last year, with the current 
year amount including $660 million for World Services.
1988 vs. 1987. Sales increased 10% because of higher construction and service activity worldwide. 
Operating income was up 57% due to the higher volume, improved margins on international sales 
and cost improvements.
Outlook. Sales are expected to increase sharply in 1990 based on the inclusion o f World Services 
for a full year and higher sales of systems and services to the worldwide commercial building market. 
Operating income is expected to increase, but at a lower rate than sales because of the lower margins 
and purchase accounting expenses associated with World Services.
Automotive
1989 vs. 1988. Sales increased 36% as new facilities and product lines helped us gain a higher 
share o f the seating market. Operating income declined 16% because o f a high level o f startup 
expenses and production inefficiencies.
1988 vs. 1987. Sales were 23% higher, reflecting an increase in market share. Operating income 
rose 12% as the volume increase outweighed the effects of increased expansion costs, pricing pressures 
and higher material costs.
Outlook. Strong sales growth, although at a lower rate than in 1989, is expected for 1990 due to 
a further gain in market share. This gain is anticipated to more than offset any modest downturn 
in vehicle production. Operating margins should improve as additional emphasis is placed on improving 
manufacturing efficiencies and startup costs become lower relative to the higher sales volume.
Battery
1989 vs. 1988. Sales increased only 1% as competitive pricing virtually offset a slight increase 
in unit shipments. Operating income declined 24% because of lower selling prices and costs associated 
with new products and processes.
1988 vs. 1987. Sales rose 11% due to higher unit shipments and lead prices. Operating income 
increased only 2% due to competitive pricing and manufacturing inefficiencies.
Outlook. An increase in sales for 1990 is expected based on a slight improvement in pricing and 
a higher level o f unit shipments. With these increases and stable lead prices, operating income is 
anticipated to rise.
Plastics
1989 vs. 1988. Sales increased 20% due to an increased share of the U.S. market for soft drink, 
other beverage and food containers. Most o f the increase stemmed from a 1988 acquisition. Operating 
income rose 20% as operating margins were sustained on the higher volume.
1988 vs. 1987. Sales were 36% higher because o f an increase in share o f the plastic container 
market. Operating income increased 28% as the higher volume and productivity improvements 
outweighed the effect o f increased resin costs.
Outlook. Sales in 1990 are expected to increase due to a 1989 acquisition in Europe and increased 
penetration of other beverage and food container markets. Operating income is forecasted to grow on 
par with the sales gain. Resin prices, which are expected to be stable, can have a significant effect 
on results.
Consolidated Results:
Net Sales
Net sales in 1989 increased 19% to a record $3.7 billion from $3.1 billion in the prior year. Significant 
sales growth occurred from increased leadership positions in the markets for automotive seating
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and plastic containers. Pan Am World Services (World Services) contributed $185 million to net sales 
since its acquisition on May 31, 1989. Sales o f building control systems and services in North 
America and Europe were also higher in 1989. Sales from a Japanese controls affiliate, which was 
wholly owned in 1988, were not included in 1989 net sales due to the formation of a joint venture 
in that country.
A ll business segments achieved double-digit sales growth in 1988, with particularly strong gains 
in plastics and automotive.
Gross Profit
Gross profit as a percentage o f sales was 16% in 1989, 19% in 1988, and 20% in 1987. The 1989 
decline reflects startup costs in the automotive and battery segments as well as pricing pressures 
in the battery industry. Lower margins associated w ith World Services business also contributed to 
the decline.
Selling, General, and Administrative Expenses
Selling, general, and administrative expenses increased 4% in both 1989 and 1988. The increase 
in current year expenses reflects a $9 million increase in research and development spending, along 
with the higher levels o f activity in the controls and automotive segments. The effect o f adding 
World Services was more than offset by elimination o f the expenses o f the partially-owned Japanese 
controls affiliate.
The 1988 increase resulted primarily from higher research and development spending.
Other Income (Expense)
Interest expense rose 28% to $40 million in 1989. About two-thirds o f the increase resulted from 
higher debt levels, while higher interest rates caused the remainder. Gains from sales of certain foreign 
assets, including an interest in the Japanese controls affiliate, caused the majority o f the $5 million 
increase in miscellaneous income.
The 1988 increase in interest expense was the result o f increased long-term debt.
Provision for Income Taxes
Our effective income tax rate was 45.5%, 44.5%, and 47.6% in 1989, 1988, and 1987, respectively. 
The current year’s effective rate was higher due to an increase in nondeductible amortization o f 
assets revalued in prior-year business acquisitions.
The decrease in the rate from 1987 to 1988 was primarily due to a reduction in the statutory 
corporate rate.
Net Income. Net income declined 6% in 1989 to $98 million. Earnings available for common 
shareholders decreased 9% to $95 million, reflecting both the lower net income and the after-tax 
dividends on the company’s Series D Convertible Preferred Stock issued May 24, 1989. Primary 
earnings per share were $2.55 in the current year, 10% lower than the $2.83 in the prior year. Fully 
diluted earnings per share, which assume the conversion o f the 8.5% Convertible Debentures and 
the Preferred Stock for the respective period each was outstanding, decreased to $2.42 from $2.71 
in 1988. The Debentures were converted into approximately 2.6 million shares o f common stock 
during August 1989.
The primary earnings per share computation for 1990 will reflect a full year’s dividend on the 
Preferred Stock, as well as the full-year effect on weighted average shares outstanding of the conversion 
o f the Debentures. The weighted average shares used in calculating fully diluted earnings per share 
will also increase in 1990 because o f the full-year effect o f the assumed conversion o f the Preferred 
Stock.
TOSCO CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
Introduction
1989 was a disappointing year. The operating performance o f the Avon Refinery did not meet 
expectations and fertilizer prices were depressed for Seminole, the acquisition o f which was completed 
on June 30, 1989.
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The selected Financial Data summarizes Tosco’s consolidated results of operations and capitaliza­
tion over the five year period 1985-1989; segment data with regard to these items is included in the 
discussion which follows. [A table that follows in  the original is omitted here.]
Tosco earned net income o f $40.5 million on revenues o f $1.44 billion with earnings per fully 
diluted share of $1.24 in 1989, as compared to net income o f $90.4 million on revenues of $1.14 billion 
with fully diluted earnings per share o f $2.74 in 1988. Earnings per share have been restated to give 
effect to the one-for-five reverse stock split which was effective on July 31, 1989. See Note 7 o f the 
Notes to Consolidated Financial Statements.
Results o f operations for 1989 include a net benefit o f approximately $9.4 million from the final 
settlement o f proposed deficiencies related to To sco’s income tax returns through 1981 and the 
early implementation o f Statement of Financial Accounting Standards ( “ SFAS” ) No. 96 “Accounting 
for Income Taxes”  effective January 1, 1989. In addition, SFAS No. 96 provides, among other 
matters, that the tax benefit o f net operating loss ( “ NOL” ) carryforwards realized in the current 
year be classified according to the classification o f the current year income. Accordingly, the tax 
benefit arising from utilization o f Tosco’s federal and state NOL carryforwards, which reduced 
Tosco’s tax liability to the minimum levels allowed, has been reflected as a reduction o f income tax 
expense in 1989 rather than as an extraordinary item. Prior year financial statements have not been 
restated for this change in accounting. See Notes 1 and 9 o f the Notes to Consolidated Financial 
Statements.
Refining and Marketing—1989
Tosco’s refining and marketing operations contributed pre-tax income o f $41.4 million for 1989, 
a reduction o f $55.2 million from the near record income o f 1988. Refining margins (the difference 
between the price o f refined products and the cost o f crude oil) declined slightly from 1988 levels. 
In addition, because o f delays in the first quarter in bringing the fluid coker and certain operating 
units on stream following scheduled maintenance and continuing operating difficulties w ith the 
fluid coker, average raw material input for 1989 declined by 5,500 barrels per day (136,900 barrels 
per day compared to 142,400 barrels per day). The fluid coker was shut down in November 1989 
for another complete turnaround and returned to operation in mid-December. To maintain produc­
tion o f gasoline and distillates in the face o f reduced crude throughput, the Avon Refinery 
processed 9,800 barrels per day o f higher cost purchased intermediate feedstocks (an increase o f 
7,800 barrels per day over 1988 levels). A  LIFO charge of $1.7 million was also recorded in the fourth 
quarter of 1989.
Selling, general, and administrative expenses for Tosco’s refining and marketing operations 
increased modestly over 1988 levels while net interest expense increased by approximately $9.9 million 
due to bridge acquisition financing costs o f $1.5 million, interest o f $6.8 million on the $120 million 
term loan incurred to finance the acquisition o f Seminole (the “ Seminole Acquisition Debt” ), and 
increased interest expense o f $1.6 million primarily due to higher levels o f borrowings on Tosco’s 
working capital facility.
Fertilizer Operations—1989
The acquisition o f Seminole, which is intended to provide a diversification from Tosco’s dependence 
on a single earning asset, was completed on June 30, 1989. As Tosco utilized the purchase method 
o f accounting for the acquisition, Seminole’s results o f operations (a loss of $8.7 million) are included in 
the consolidated results o f operations o f Tosco beginning July 1, 1989.
Since the acquisition o f Seminole, attention has been focused on strengthening management, 
increasing productivity, and redirecting product marketing efforts. Administrative functions were 
consolidated in Florida and, effective October 27, 1989, Seminole withdrew from PhosChem (a 
cooperative export marketing organization) and began marketing its own phosphate exports. While 
these efforts reduced near term operating results, it is anticipated that such efforts will result in 
improved operating results over the long-term. Margins, however, have continued to decline to 
depressed levels (dropping by $25 per ton during the six month period following Tosco’s acquisi­
tion). As a result, Seminole’s gross profit (sales less cost o f sales) o f $8.6 million (after non-cash 
depreciation and depletion costs o f $9.7 million and an inventory writedown o f $2.0 million) was 
not sufficient to cover its combined selling, general and administrative expenses o f $1.5 million and 
net interest expense o f $15.8 million (on an average outstanding debt level o f approximately $218 
million for the six month period).
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Outlook for 1990
Tosco’s future results of operations, which continue to be determined largely by Tosco’s principal 
business of refining and marketing o f wholesale petroleum products, are primarily dependent upon 
two factors: the operating efficiency o f the Avon Refinery and West Coast refining margins. Key 
operating units, including the fluid coker which returned to service in December 1989, are now 
operating at near record rates, and the Avon Refinery is scheduled to have substantially less unit 
downtime in 1990 because of the completion of major maintenance programs in 1989. While refining 
margins have historically been difficult to predict due to the uncertainties associated with oil markets, 
margins, which are presently seasonally soft, are expected to improve in the second quarter o f 1990 
as the driving season approaches. In addition, the ARCO Exchange Agreement is expected to continue 
to moderate Tosco’s exposure to volatility in refining margins (reducing them when they are high 
and improving them when they are low). To further improve operating margins in 1990, To sco 
intends to expand trading activities to more actively utilize Tosco’s refining and distribution system, 
pursue alternative markets for its products outside o f To sco’s principal marketing area o f the West 
Coast o f the United States, and to evaluate and, i f  appropriate, implement, the processing o f higher 
levels o f foreign crude oils at the Avon Refinery.
Seminole’s results o f operations are also difficult to predict. In addition to plant operations, 
Seminole’s earnings are related to present and anticipated conditions in the international and 
domestic agricultural markets and are affected by weather conditions, government farm policy, 
geopolitical events, and international currency fluctuations, as well as other business factors. As a 
result, conditions in the markets for Seminole’s products tend to be cyclical, seasonal, and volatile.
Depressed fertilizer margins continued into January and February 1990 but began to improve 
in March 1990. Coupled with improved operating performance of production processes, which has 
enabled Seminole’s throughput to approach record levels and reduced costs of production, Seminole’s 
operating results are anticipated to improve beginning in the second quarter o f 1990. Seminole 
intends to explore all appropriate measures in 1990 to return it to profitability, including a reexamina­
tion o f the substantial financial costs associated with its present capital structure, sales o f assets, 
as well as continued emphasis on international marketing (which Seminole believes will result in 
higher margins than domestic markets), operational enhancements, and cost controls.
In March 1990, Seminole entered into a letter o f intent with USACC with respect to the sale of 
the entity which owns Seminole’s 50% partnership interest in FMCP and with respect to related 
transactions including the sale of some phosphate reserves, together with processing, terminating 
and supply arrangements. The present and future aggregate cash consideration to be received 
would be sufficient to enable Seminole to pay certain o f its present indebtedness. Consummation 
o f the transactions is subject, among other things, to the drafting o f definitive documents which are 
not expected to be completed until the second quarter o f 1990, and there is no assurance that the 
transactions will be consummated.
In the fourth quarter o f 1989, To sco announced that several multinational firms had expressed 
an interest in acquiring Tosco or its Avon Refinery and that To sco had retained Bear, Stearns to 
evaluate such expressions o f interest and other possible financially capable buyers. On February 20, 
1989, Tosco announced that such efforts were ongoing and that discussions with various parties 
were continuing. Tosco does not expect to have further announcements on its progress until sometime 
in the second quarter o f 1990. There is no assurance that a transaction will occur or, i f  so, when it 
might occur.
Results o f Operations—1988
Tosco earned net income o f $90.4 million, or $2.74 per share on a fully diluted basis, on revenues 
o f $1.14 billion for 1988. Strong refining margins, which improved by $1.29 to $7.68 per barrel as 
compared to 1987 despite price declines in finished products sold, were the principal reason for the 
improvement (Tosco’s highest earnings from operations since 1979). In addition, the Avon Refinery 
established a new annual throughput record o f over 138,000 barrels per day. This was accomplished 
even though significant scheduled maintenance was performed on several units at the refinery. Results 
o f operations were also aided by the full year savings resulting from a new cogeneration facility (the 
“ Cogeneration Project” ) which provided steam and electricity to the Avon Refinery at reduced 
cost and with enhanced reliability. The Cogeneration Project commenced operations in the second 
quarter o f 1987 under ownership and management of a subsidiary o f Foster Wheeler Corporation.
Results o f operations for 1988 also included a charge o f $1.8 million, net o f related income taxes, 
for the premium paid on the early retirement o f $51.0 million o f Bonds as well as the reduced 
interest costs resulting therefrom. However, selling, general and administrative expenses, which
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were reduced by a $1.4 million gain from the sale o f Tosco’s oil and gas assets, increased over 1987 
levels by $2.2 million primarily because o f an increase in incentive compensation and certain 
non-recurring costs incurred in 1988 and credits received in 1987.
Results o f Operations—1987
Tosco earned net income o f $53.0 million on revenues o f $1.19 billion for 1987, a significant 
improvement over net income for 1986 o f $17.6 million on revenues o f $.78 billion. Net income per 
fully diluted share, however, decreased from $2.63 to $1.60 per share as a result o f the potential issuance 
of Common Stock upon conversion o f the Series E Preferred Stock and the 4% Notes issued in connec­
tion with the December 1986 refinancing o f Tosco’s bank indebtedness. Income before income taxes 
and extraordinary items increased to $54.6 million in 1987 from a loss o f $56.4 million in 1986.
While the improvement in income was attributable, in part, to a rescheduling o f major refinery 
units from the first quarter o f 1987 to the fourth quarter o f 1986, it also resulted from the fuller utiliza­
tion o f the Avon Refinery’s capacity. The improvement was made during a period o f low refining 
margins, which averaged $6.39 per barrel for 1987, Tosco’s lowest since 1984. As a non-integrated 
refiner, Tosco has been subject to volatility in refining margins. In 1986, Tosco entered into the 
ARCO Exchange Agreement, which was intended to moderate such margin fluctuations, and in 
1987 began full volumes o f exchanges under that agreement. The ARCO Exchange Agreement 
provided an outlet for a significant amount o f products and made it feasible to operate the refinery 
at a higher average throughput (approximately 136,000 barrels per day). The higher throughput 
rate and more optimal refinery unit operating rates reduced per barrel refining costs. In addition, 
the Cogeneration Project commenced operations in the second quarter o f 1987.
Selling, general, and administrative expenses also were reduced from 1986 by approximately $3 
million due to the continued benefit of previously implemented cost reduction programs. In addition, 
net interest expense was lower than in 1986 by approximately $2 million (excluding $5.7 million o f 
interest income on a tax refund received in 1986) as a result o f the improved capital structure put 
in place in December 1986.
• •••
Impact o f Inflation
The impact o f inflation on Tosco has been less significant during the past five years because of the 
relatively low rates o f inflation experienced in the United States. Raw material costs, energy expenses, 
and labor costs are important components o f Tosco’s costs. Any or all o f these components could be 
increased by inflation, with a possible adverse effect on Tosco’s profitability, especially in high inflation 
periods where raw material and energy cost increases generally lead finished product prices.
• •••
WESTI NGHOUSE ELECTRIC CORPORATION, DECEMBER 31, 1989 
Management’s Discussion and Analysis
Overview
Net income for 1989 was $922 million compared to $823 million in 1988 and $901 million in 1987. 
Earnings per share were $6.31 for 1989, $5.66 for 1988, and $6.23 for 1987. Net income and earnings 
for 1987 as originally reported were $739 million and $5.12 per share (see note 1 to the financial 
statements).
Sales and operating revenues increased 3% in 1989 to $12,844 million from $12,500 million in
1988. The sales growth in 1989 was affected by the sale o f the elevator business at the beginning o f 
the year.
Sales and operating revenues for 1988 were 10% above 1987’s level o f $11,332 million.
The transmission and distribution equipment business was sold to Asea Brown Boveri (ABB) at 
the end o f 1989. Proceeds from this sale and the sale o f the elevator business resulted in gains from 
major business divestitures o f $399 million. Divestitures in 1989 contributed $1,149 million o f sales 
and $65 million o f segment operating profit to the operating results for the year.
Restructuring provisions totalling $384 million were recorded in 1989 essentially offsetting the 
gains from major business divestitures. Restructuring projects were primarily for product-line 
relocations and sale or close-down o f businesses and facilities. In 1988, $80 million o f restructuring
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provisions were recorded for similar projects. A t December 31, 1989, $255 million o f restructuring 
accruals remain and the projects should be essentially completed by 1992. A  substantial portion o f 
the current reserve balance w ill result in cash expenditures.
A t December 31, 1989, the Corporation’s backlog was $10,508 million, a decrease o f 5% from 
1988’s level o f $11,019 million. A fter  adjusting for businesses divested during 1989, backlog 
increased 4%.
Segment Results 1989 Versus 1988
The sales, operating revenues and operating profit for major business divestitures have been 
excluded from the respective operating segments and are included in the Divested and Other category 
in the segment information in note 21.
Broadcasting sales increased 2 % for the year. The divestiture o f Filmation early in 1989 reduced 
the growth in segment revenues. The December 1989 acquisition o f Legacy and Metropolitan 
Broadcasting Companies is expected to add significant volume to radio sales in the future. Operating 
profit for 1989 was $17 lower than 1988 due to the inclusion o f restructuring provisions o f $41 
million in 1989 and $3 million in 1988. Excluding restructuring, operating profit increased 9%, with 
significant contribution provided by the satellite communications business.
Commercial sales increased 7 % for the year. Early year sales volume increased by Westinghouse 
Electric Supply Company (WESCO) sparked the 1989 growth; however, this is not expected to represent 
a long-term trend. Acquisition of Shaw-Walker Company and Reff, Inc., both office furniture companies, 
in November and December 1989 should provide sales growth in 1990. Operating profit decreased 
3% in 1989 compared to 1988 primarily due to price pressure in the beverage bottling business. Restruc­
turing provisions o f $2 million were recorded in 1988.
Electronic Systems sales increased 2% reflecting reduced activity with the Department o f 
Defense. Operating profit decreased 22% due to restructuring provisions o f $74 million in 1989 and 
$12 million in 1988. Excluding restructuring, operating profit rose 2%.
Energy & Utility Systems sales increased 10% with volume and price gains contributing equally 
to the increase. Operating profit decreased 4% due to restructuring provisions o f $52 million in 1989 
compared to $9 million in 1988.
Excluding restructuring, operating profit increased 15% in 1989 led by increases in the power 
generation business.
Financial Services revenues increased 33% because o f higher levels o f loans and marketable 
securities and gains on sales o f equity participations in financing transactions. Operating profit 
increased 7% even though restructuring provisions o f $19 million related to community development 
activities were recorded in 1989. Excluding restructuring operating profit increased 17%. The 
increased revenues were partially offset by higher interest costs and higher provisions for losses. 
The 37% increase in provisions for losses reflects the growth in receivables and other investments 
as well as higher nonearning receivables and real estate owned. Receivables increased $1,456 million 
during 1989 to $7,761 million at December 31, 1989. Nonearning receivables at December 31, 1989 
totalled $314 million, or 4% of receivables net of unearned finance charges, and real estate properties 
totalled $289 million.
Industries sales increased 3% primarily due to volume increases in the industries and environmental 
services businesses. Operating profit decreased 1%. Included in operating profit are restructuring 
provisions o f $58 million in 1989 and $20 million in 1988. Excluding restructuring, operating profit 
increased 14% as a result o f the volume increases.
Segment Results 1988 Versus 1987
Broadcasting sales increased 5% due to radio station acquisitions and increased volume in the 
satellite communications business. Operating profit was up 6% even though restructuring provisions of 
$3 million were recorded in 1988. Without restructuring, operating profit increased 8%.
Commercial sales increased 8% primarily due to higher volume in the furniture business. The 
5% decrease in operating profit was primarily attributable to sharp declines in beverage margins 
and costs associated with exiting the transportation business. Excluding restructuring provisions o f 
$2 million, operating profit decreased 3%.
Electronic Systems sales increased 7% primarily due to acquisitions. Operating profit increased 11%. 
Included in operating profit were $12 million of restructuring provisions in 1988. Excluding restructur­
ing, operating profit increased 16% primarily due to higher margins on international sales.
Energy and Utility Systems sales decreased 5% due to reduced volume. Operating profit decreased 
11%. Included in operating profit are restructuring provisions o f $9 million in 1988. Excluding
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restructuring, operating profit decreased 7% primarily as a result o f reduced volume in the energy 
systems and nuclear fuels businesses.
Financial Services revenues for 1988 increased 19% while operating profit increased 5%. The 
increased revenues resulting from higher levels o f commercial real estate and corporate financing 
loans were partially offset by higher interest expense and higher provisions for losses. The higher 
provisions for losses reflect the growth in receivables and management’s judgment o f future loss 
potential considering charge offs and the 1988 level o f nonearning loans and real estate owned. 
Receivables totalled $6,305 million at December 31, 1988, an increase o f 21% over year-end 1987. 
Nonearning receivables at December 31, 1988 decreased $25 million to $260 million, or 4% of 
receivables net o f unearned finance charges, and real estate properties increased to $219 million.
Industries sales increased 28% primarily due to acquisitions during the year. Operating profit 
increased 24% even though restructuring provisions o f $20 million were recorded in 1988. Exclud­
ing restructuring, operating profit increased 35% due to improved performance in all continuing 
businesses.
Other Income and Expense Items
Other income was higher in 1988 compared to 1989 and 1987 due to gains resulting from the sale 
o f sundry assets.
Interest expense increased in 1989 due to increased interest rates and accruals for imputed 
interest costs on potential state and federal income tax deficiencies. These effects were mitigated 
somewhat by reductions in the amounts o f average outstanding debt as compared to 1988. The 
weighted average interest rate for commercial paper was 9.2% in 1989 compared to 7.6% in 1988. 
Average borrowings o f commercial paper decreased to $1,232 million compared to $1,720 million in 
1988. The issuance o f $100 million o f 10.20% notes and $100 million o f 10.45% notes replaced a por­
tion o f outstanding commercial paper. Long-term debt excluding WFSI decreased 17% in 1989.
Interest expense in 1988 increased sharply compared to 1987 due to increases in short- and long­
term debt and higher effective interest rates. Average commercial paper borrowings in 1987 were 
$991 million and the weighted average interest rate was 6.8%. Long-term debt excluding WFSI 
increased approximately 8% in 1988 compared to 1987, principally due to the issuance of $65 million of 
16½ % New Zealand Dollar notes.
The Corporation’s provision for income taxes represented 26.7% of income before taxes and 
minority interest compared to the 1988 level o f 22.8%. An increase in domestic taxable income and 
changes in the level o f various permanent benefits contributed to the difference.
The effective income tax rate in 1987 was 14.1%. The difference in the federal statutory effective 
tax rate of 40% in 1987 compared to 34% in 1988 was more than offset by the application of financial 
basis net operating loss and credit carryforwards.
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FINANCIAL CONDITION
One o f the two topics the SEC requires to be included in the management discussion and 
analysis (MDA) o f an annual report is financial condition. Under SEC rules, the discussion o f 
financial condition must include a discussion o f liquidity and capital resources. The discussion o f 
liquidity must pertain to the ability o f the enterprise to generate adequate amounts o f money to 
meet the enterprise’s need for money. The discussion o f capital resources must include information 
about: (1) commitments for capital expenditures; (2) the anticipated source o f funds to fu lfill the 
commitments; and (3) the mixture o f equity, debt, and off-balance-sheet financing.
Some o f the companies surveyed for this publication presented the discussion o f financial 
condition without dividing it into categories. (The entire discussion was usually titled, ‘‘Liquidity 
and Capital Resources.” ) Other companies divided the discussion into two or more categories.
Nineteen examples o f sections o f MDAs discussing financial condition are presented below. 
The examples are classified according to the number o f categories into which the discussion was 
divided.
Some o f the MDAs that provided the examples contained information that was presented 
outside the sections for the results o f operations and financial condition. Such additional informa­
tion is included with the examples below.
NO DIVISION INTO CATEGORIES
CAESARS WORLD, INC., JULY 31, 1990
Management's Discussion and Analysis o f F inancia l Condition and Results o f Operations
Liquidity, Capital Resources and Factors Influencing Future Results
The Company has historically financed its operations and capital expenditures primarily 
through cash flow from operations, bank borrowings, and other short-term credit facilities. Intermediate 
and long-term borrowings, as well as lease transactions, have been used by the Company in addition 
to the short-term funding sources. A t July 31, 1990, the Company held cash o f $25,378,000. The 
Company is required by gaming regulations to maintain adequate cash balances for customer payouts.
Cash provided by operating activities was $63,201,000 in fiscal 1990, compared with $104,670,000 in 
1989, and $111,414,000 in 1988. This decline in fiscal 1990, compared with the prior two fiscal years, 
is primarily attributable to reduced net income, a reduction in accounts payable and accrued liabilities 
including income taxes and increased casino receivables. The growth in casino receivables has been
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at the Nevada properties which have experienced slower collections, particularly from high-level 
international customers. Approximately 42 percent o f the net casino receivables at July 31, 1990, 
were from international customers with no concentration o f net receivables from customers in any 
one foreign country.
Capital expenditures (including those financed with long-term debt and capitalized lease obliga­
tions) totaled $141,513,000, $129,513,000, and $45,980,000 in 1990, 1989, and 1988, respectively. The 
increase in capital expenditures during fiscal 1990 and 1989 was partially a response to the growing 
competitive environment in Las Vegas and Atlantic City. A  two-year $150,000,000 capital expenditures 
program was completed by the Company in fiscal 1990 for Caesars Palace in Las Vegas. This included 
substantial new construction and renovations. Major projects included a 40,000-square-foot addition to 
the Olympic Casino, a 1,500-car parking structure adjacent to the Olympic Casino, refurbishment 
o f more than 1,000 suites and rooms, new service elevators, and a Roman temple attraction with a 
moving sidewalk from the street into the casino/hotel.
Capital expenditures at Caesars Atlantic City during fiscal 1990 included $35,100,000 for a 
Roman-themed transportation center which accommodates approximately 2,500 cars and 11 buses, 
and includes a lounge for bus customers as well as an enclosed walkway over Pacific Avenue into 
the casino/hotel. The transportation center opened in July 1990 and it is expected that approximately 
$4,000,000 w ill be incurred in the first quarter o f 1991 for completion o f the project. Major projects 
at Caesars Atlantic City during fiscal 1989 included $16,245,000 towards completion o f a high-rise 
housing development in Atlantic City (see NOTE 11 o f NOTES TO CONSOLIDATED FINANCIAL 
STATEMENTS) and $38,822,000, including related costs and expenses, to purchase the property 
under Caesars Atlantic City’s primary lease (see NOTE 9 of NOTES TO CONSOLIDATED FINANCIAL 
STATEMENTS). Upon consummation o f the land and building purchase in June 1989 the Company 
assumed a $2,974,000 mortgage on the property, retired the $19,676,000 capitalized lease obligation 
and added $19,146,000 to property and equipment.
Caesars Tahoe’s capital expenditures during fiscal 1990 and 1989 included suite and room 
renovations (part o f a multi-year plan to upgrade all hotel rooms and suites at the property), a 
computerized slot data system used primarily to enhance marketing to slot machine players and a 
Roman-themed nightclub. Caesars Pocono Resorts’ capital expenditures in fiscal 1990 included a 
sewage treatment plant, while in fiscal 1989 an indoor pool and sports complex were the major 
capital additions at these resorts.
With the completion of the major capital improvements during the past two fiscal years in Las 
Vegas and Atlantic City, capital spending in fiscal 1991 and 1992 is expected to be substantially less 
than it was in 1989 and 1990. Capital expenditures during fiscal 1991 are projected to approximate 
$45,000,000. Of these expenditures, approximately $18,000,000 will be at Caesars Palace, including 
gaming and information systems equipment and other capital replacements and improvements. 
Capital expenditures at Caesars Atlantic City in fiscal 1991 are expected to approximate $21,000,000, 
including room refurbishments, completion o f the transportation center, renovation o f public areas, 
gaming and information systems equipment and other capital replacements and improvements. It 
is anticipated that funds for these expenditures w ill be provided through cash flow  from operations 
and borrowings under bank credit facilities.
In Las Vegas, an 18-month construction project to build a 240,000-square-foot Roman-themed 
shopping complex connecting with the casino expansion is expected to begin in fiscal 1991. An 
unrelated developer has leased the land from Caesars on a long-term basis and will provide his own 
financing for construction. A t July 31, 1990, the Company had $6,556,000 o f notes receivable from 
the developer for reimbursement o f certain capital expenditures relating to the shopping complex 
incurred by the Company in fiscal 1990.
In fiscal 1988, 11,000,000 shares o f the Company’s common stock were acquired for $327,245,000 
including fees and expenses. In order to finance the share purchase, in October 1987 the Company 
completed a public offering for $265,000,000 o f 13 1/2 percent subordinated notes and borrowed 
$100,000,000 from a syndicate o f banks under a credit facility aggregating $200,000,000. The notes 
are due in 1997, are subordinated to senior indebtedness (as defined) and require annual mandatory 
redemption payments o f $53,000,000 commencing October 1993. During fiscal 1990, $19,800,000 
principal amount o f the subordinated notes were purchased by the Company and applied to the 
1993 mandatory redemption payment. The bank credit facility consisted o f the $100,000,000 term 
loan borrowed in October 1987 and a revolving credit facility o f $100,000,000 to finance working 
capital needs and for general corporate purposes. In October 1990 the revolving credit portion of 
the facility was increased to $150,000,000. During fiscal 1990 the Company began using the revolving 
credit facility and at July 31, 1990, the outstanding balance was $9,000,000. No amounts were borrowed 
under the revolving credit facility during fiscal 1989. The revolving credit facility matures in September 
1993, unless the banks agree to an extension. The term loan portion o f the facility matures in September
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1992 and the outstanding balance at July 31, 1990, was $87,500,000. Semiannual installments o f 
$12,500,000 are payable on September 30, 1990; March 31, 1991; and September 30, 1991. Installments 
o f $25,000,000 are payable on March 31, 1992, and September 30, 1992. In July 1990, $3,600,000 was 
borrowed under a new $10,000,000 credit line established with a bank for Caesars Tahoe. The various 
debt agreements contain covenants including, among other things, the maintenance o f certain 
financial ratios, limitations on the Company’s ability to incur additional debt, limitations on dividends, 
stock repurchases, sales o f certain assets and restrictions o f mergers, consolidations and similar 
transactions.
The Company purchased 1,165,000 shares o f its common stock during fiscal 1990 pursuant to an 
authorization by the Board o f Directors to acquire up to 3,000,000 shares. Additional shares may be 
purchased, pursuant to this authorization, in fiscal 1991.
In July 1990 the Company offered, subject to certain conditions, to purchase for cash all o f the 
outstanding shares o f Caesars New Jersey, Inc. not already owned by the Company. In August 1990 
the purchase price was increased and it is expected the cost, including expenses, to acquire the 
minority interest o f Caesars New Jersey, Inc. will be approximately $51,000,000. It is expected this 
transaction will be completed prior to December 31, 1990 (see NOTE 15 of NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS).
The Company expects to be able to meet its debt obligations, purchase the minority interest o f 
Caesars New Jersey, Inc., purchase additional shares of its common stock (if market conditions warrant) 
and to finance operations and capital expenditures through internally generated funds, future 
borrowings, including amounts available under the revolving bank credit facility, and capital lease 
transactions.
Regulatory Environment
The gaming industry in which the Company operates is subject to extensive regulations and, 
accordingly, operating results can be affected by legislative and regulatory changes. The U.S. Treasury 
Department has proposed amendments to existing regulations which would have the effect o f 
reducing below $10,000 the dollar level o f reportable cash transactions. I f  enacted, lower reporting 
requirements could adversely affect future income i f  high-level play is reduced because o f the 
infringement on customers’ privacy. This regulatory change could have a material adverse effect on 
the Company’s business by increasing competition, increasing costs, or making utilization o f its 
facilities a relatively less attractive activity for its customers, as compared with other competitive 
activities.
The Financial Accounting Standards Board has issued Statement o f Financial Accounting Standards 
Number 96 (SFAS 96) on accounting for income taxes. The Company is required to adopt the accounting 
and disclosure rules prescribed by SFAS 96 no later than its fiscal year ending July 31, 1993, 
although earlier adoption is permitted. Implementation o f SFAS 96 may involve either restating net 
income for prior years or recognizing a cumulative adjustment in the year o f adoption. The immediate 
effect o f adopting SFAS 96 w ill depend principally on enacted tax rates at the date of adoption. 
Assuming no changes to the current tax rates, our preliminary review indicates that the adoption 
o f SFAS 96 is expected to have a favorable impact on the financial statements.
The Company’s operations in Nevada and New Jersey depend on the continued licensability or 
qualification o f these subsidiaries and the Company in those jurisdictions. Such license and qualification 
are reviewed periodically by the gaming authorities in those states.
Impact of Changing Prices. Future operating results could be unfavorably impacted to the 
extent that changing prices result in lower discretionary income for customers and/or increased 
transportation costs to the Company’s resorts. In addition, increasing prices affect operations and 
liquidity by raising the replacement cost o f property and equipment.
DATA DESIGN LABORATORIES, INC., JUNE 30, 1990 
Management’s Discussion
Introductory Statement
The Company suffered substantial losses from continuing operations in the fiscal years ended 
June 30, 1990 and 1989. These losses totaled $9,009,000 and $11,236,000 for 1990 and 1989, respectively.
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The net loss, after discontinued operations, extraordinary items and the cumulative effect o f a 
change in accounting for income taxes, was $2,938,000 in 1990 and $12,173,000 in 1989.
A  number o f significant events have occurred during the last two fiscal years which are summarized 
in this Introductory Statement. Management’s response to these events and conditions has also 
been outlined. Specific comparisons o f operating results between the years as well as additional 
issues relating to liquidity are separately discussed below.
Continuing Operating Loss/Responsive Action:
Operating losses during the past two years are primarily attributable to the Company’s 
Aeroscientific-Anaheim printed circuit board (PCB) fabrication facility and the Catel broadband 
telecommunications operation.
Approximately $13,350,000 has been invested in fixed assets in Anaheim during the last three 
years. The result is a modem PCB fabrication capability that compares favorably with the physical 
plants o f the Company’s competitors.
Nonetheless, under-utilization o f the facility, yield and product quality problems, delays in 
meeting product delivery schedules, and management turnover have all contributed to low sales 
volume and continuing losses.
The United States PCB fabrication market is currently estimated to be about $5.3 billion, o f 
which approximately $1.6 billion is available to independent multilayer PCB producers such as 
Aeroscientific. Although there is no dominant competitor in the industry (the largest merchant PCB 
manufacturer has sales o f about $170 million), there is excess production capacity throughout the 
industry at this time. In meeting the demands of this competitive marketplace and, more specifically, 
resolving the operating difficulties at the Aeroscientific-Anaheim facility, management believes 
that human resources, as opposed to further investment in capital resources, must be the principal 
current focus.
Thomas J. Gullo became the President o f Aeroscientific in June 1990, and has begun active 
implementation of a program targeted to these issues. Mr. Gullo has significant operating experience in 
the PCB fabrication business and has already made changes designed to further strengthen the 
management team. Aeroscientific-Anaheim’s physical facility is capable of sustaining a high volume of 
quality manufacturing. Management believes that improved yields and delivery performance can 
be achieved by developing key human resources and improving the organizational infrastructure. 
This, in turn, is expected to lead to greater sales volume and improved financial performance.
During the past several years, Catel’s losses have principally been caused by costs o f developing 
and marketing a new line o f broadband signal transmission equipment, the Multichannel TransHub, 
for use in the CATV industry. As a result of rapid technology changes in the communications industry, 
Management determined in fiscal 1990 that a substantial part o f Catel’s inventory was obsolete. 
Catel’s fiscal 1990 operating loss o f $2,869,000 therefore included a $1,243,000 write-off o f excess 
and obsolete inventory related to slow-moving and discontinued products.
Rapid technology changes w ill likely continue in this industry, and firm assurances cannot be 
made that Catel’s choice o f products will meet the needs o f the marketplace. The current issue o f 
reregulation o f CATV providers, Catel’s principal customers, has resulted in industry-wide concern. 
Financing is also becoming more difficult to obtain for Catel’s customers, many o f whom became 
highly leveraged during the last decade. Consequently, many customers have delayed or postponed 
system upgrades which could include Catel’s products. As a result, Catel is taking action to lower 
costs, thereby reducing its break-even sales level.
In summary, while losses at Aeroscientific-Anaheim and Catel are continuing, the Company is 
taking aggressive action in seeking to improve future financial performance. Anaheim’s new manage­
ment team is concentrating on the development o f human resources to match the quality o f the 
physical facility already in place. Catel is concentrating on reducing costs to achieve a lower break­
even level.
Management Changes and Key Executive Searches
During the past three years, the Company’s operations have been affected by significant 
management changes. In August 1987, the Company’s founder and Chief Executive Officer, Thomas 
C. Beiseker, retired and was succeeded as CEO by an individual who is no longer with the Company. 
Mr. Beiseker reassumed the position o f CEO in February 1989, and an extensive search for a new 
CEO was conducted. In February 1990, and after careful analysis and selection, M. Peter Thomas 
was appointed President and CEO o f the Company.
The fact that the Company has had three different CEOs during the past several years resulted 
in numerous management changes at Aeroscientific-Anaheim. This turnover of management personnel 
has adversely affected operating efficiency and effectiveness at this operating unit. As discussed
66
above, Mr. Gullo became President o f Aeroscientific in June 1990, thereby enabling one key execu­
tive to focus his attention exclusively on the Company’s PCB fabrication activities in North 
America.
A t the Company’s Northern Ireland PCB fabrication facility, Irlandus Circuits Limited, the Manag­
ing Director was replaced in early fiscal 1990. In the third quarter o f fiscal 1990, the Company 
opened its DDL Electronics ( ‘‘DDL-E” ) PCB assembly operation in Northern Ireland. Key executive 
searches are currently being conducted for an individual responsible for all European operations as 
well as a General Manager for DDL-E.
In July 1990, the president and founder of the Company’s A.J. Electronics PCB assembly subsidiary 
resigned to pursue other entrepreneurial interests in another industry. More recently, two other 
managers o f A.J. Electronics have resigned to join the former president. Searches are currently 
underway to fill these key management positions, the success o f which is necessary to enable the 
subsidiary’s continuing profitability.
Management is pleased with the results of its recent executive searches. A t the same time, the 
Company’s ability to retain additional key persons on a timely basis is extremely important to the 
Company’s long-term future success.
Certain Divestitures/Strategic Focus
The Company has historically been a diversified concern with businesses in PCB fabrication, 
PCB assembly, broadband telecommunications equipment, engineering services, pressure gauge 
and hose manufacturing, and emergency lighting and power equipment distribution and manufactur­
ing. In recent years, the Company’s Board o f Directors decided to focus the Company’s future activities 
in electronic manufacturing services, i.e., PCB fabrication and assembly. Toward that end, the Company 
has, during the last two fiscal years, divested its engineering services subsidiary (DDL OMNI 
Engineering Corp.), gauge and hose operations (Sierra Precision), and emergency lighting and 
power operations (Siltron Illumination, Inc.).
While these divestitures have resulted in gains and benefitted the Company’s short-term cash 
flow  and cash position, it should be noted that OMNI and Sierra were profitable. As a result, the 
Company will no longer benefit from the positive cash flow  previously generated by those subsidi­
aries. Divested operations have been segregated in the accompanying Consolidated Statement o f 
Operations as Discontinued Operations.
• •••
Liquidity and Capital Resources
During 1990, the Company’s marketable securities and cash balances decreased by a total of 
$10,444,000 due principally to capital expenditures ($11,839,000), the repurchase o f 8-1/2% 
convertible subordinated debentures ($7,318,000) and operating losses, offset by proceeds from the 
sale o f Sierra Precision ($3,200,000), grant proceeds from the Industrial Development Board for 
Northern Ireland ($1,287,000), and a refund o f prior year taxes due to net operating loss carrybacks 
($3,624,000). The primary continuing sources o f liquidity for the Company are funds available from 
commercial banking arrangements and liquidation o f marketable securities. In light o f the prior 
sales o f the three subsidiaries discussed above, further nonoperating cash inflows are not expected 
in the near term, other than from the possible sale of the Company’s land and buildings in Rancho 
Cucamonga, California.
The Company’s Electronic Manufacturing Services segment requires continuing investment in 
plant and equipment to remain competitive. A t June 30, 1990, outstanding commitments for capital 
expenditures amounted to approximately $2,800,000. Since 1986, the Company has spent approxi­
mately $39,000,000 (net o f grant reimbursement as described below) for capital improvements in 
this segment. The Company financed the construction o f its Beaverton, Oregon PCB plant with a 
$9,100,000 industrial development bond issued in 1986. Additional resources have been received in 
the form o f grants from the Industrial Development Board for Northern Ireland ( “ IDB” ) as an 
inducement to establish operations in Northern Ireland. Since 1984, the Company has received 
approximately $10,839,000 from the IDB for the reimbursement o f certain capital expenditures, 
employment costs and interest costs. In addition, the Company is eligible to receive up to an additional 
$5,509,000 for qualifying costs expected to be incurred over the next several years. The IDB grants 
are subject to repayment terms i f  goals as to growth and employment levels at the Northern Ireland 
facility are not achieved and maintained. Management does not believe that the Company has any 
material exposure under the grant payback provisions.
In fiscal 1991, cash will be required to fund capital expenditures and continued operating 
losses, i f  incurred, as well as additional working capital needs i f  Management is successful in
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expanding sales volume. In addition, and as discussed below, additional cash w ill be used i f  the 
Company becomes obligated to redeem a portion o f its outstanding debentures.
In August 1990, the Company was informed by its principal U.S. bank that the Company’s 
$13,000,000 line o f credit expiring on October 31, 1990 will not be renewed for its normal three-year 
term. A t June 30, 1990, there were no outstanding borrowings under this line o f credit.
In August 1988, the Company raised $40,250,000 through the issuance o f 8-1/2% convertible 
subordinated debentures, due 2008. Net proceeds o f this issue were used to redeem the outstanding 
12-1/4% convertible subordinated debentures, pay off short-term bank debt and finance 1989 capital 
expenditures. As further discussed in Note 5 of the accompanying Notes to Consolidated Financial 
Statements, the indenture agreement related to the 8-1/2% debentures limits the payments that can 
be made for dividends and stock repurchases. Because of the losses incurred during 1989, the Company 
was required to suspend dividend payments effective March 31, 1989. Dividend payments are not 
expected to be resumed in the foreseeable future.
It is likely that the Company’s tangible net worth (stockholders’ equity less unamortized debt 
issue costs) on September 30, 1990 w ill fall below the $28,000,000 level. This development has 
significance under the indenture agreement related to the 8-1/2% debentures. I f  tangible net worth 
(TNW ) falls below $28,000,000 for two consecutive quarters, DDL will be required to redeem 10% 
o f the then-outstanding debentures at a possible premium. The maximum cash outlay for the first 
redemption would be approximately $3,156,000, though the Company believes it may be able to 
purchase debentures in the open market at a price less than 106.8% o f par value and thereby satisfy 
its redemption obligations. A  10% redemption is required after two consecutive quarters where a 
TNW deficiency exists, although any one quarter can be counted only once toward a single redemp­
tion. The Company is discussing a modification of this covenant with principal debentureholders. 
In light o f preliminary discussions, no assurance can be given that the debentureholders w ill be 
willing either to reduce the $28,000,000 threshold triggering the redemption requirement or to 
eliminate the redemption requirement altogether.
The Company was also recently informed that the issuer o f the stand-by letter o f credit securing 
$9,100,000 o f industrial development bonds would not commit to a third year o f coverage at this 
time. The existing arrangement for the letter of credit expires in May 1992. I f  the Company is unable 
at that time to maintain a comparable, rating-enhancing letter of credit, the Company will be required 
to redeem the bonds in full, prior to the stated maturity date in 2006. Agreements related to the letter 
o f credit also require the Company to maintain cash and cash equivalents, marketable securities 
and unused lines o f credit ( “ available cash” ) o f at least $15,000,000 and TNW of at least $23,000,000. 
In the event available cash falls below $15,000,000, or TNW falls below $23,000,000, and either condition 
continues for a period o f 30 days after written notice from the issuer o f the letter o f credit, an event 
of default w ill occur. In such event, the $9,100,000 o f industrial development bonds w ill become 
immediately due and payable and the Company will be required to pay $9,100,000 to the issuer o f 
the letter o f credit. In addition, as a result o f a cross-default provision contained in the indenture 
agreement governing the Company’s 8-1/2% convertible subordinated debentures, all o f the 8-1/2% 
debentures would become immediately due and payable upon notice by either the trustee or 
holders o f at least 25% in principal amount o f the then-outstanding debentures.
As described above, it is possible that certain indebtedness could be accelerated. Management 
believes there are actions that can be taken to avoid acceleration, such as obtaining new or extending 
existing lines of credit, repurchasing additional 8-1/2% debentures at a discount, or selling the Rancho 
Cucamonga real property. In addition, the Company is evaluating alternatives with respect to its 
pension plan as a possible way of increasing cash and tangible net worth. Consequently, Management 
believes that the Company’s significant cash reserves and highly liquid marketable securities will 
be sufficient to fund the Company’s presently anticipated operational and capital requirements for 
the next year. On a longer term basis, o f course, the strength o f the Company’s liquidity will be 
dependent upon an improvement in the Company’s overall financial performance.
ILLINOIS TOOL WORKS INC., DECEMBER 31, 1989 
Financial Review
• •••
Financial Position
Total assets at December 31, 1989 were $1.7 billion, a $300 million increase over the year-end 
1988 total o f $1.4 billion. Essentially all o f this growth was due to the Ransburg acquisition. To tal
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liabilities of $817 million at year-end 1989 were $181 million higher than the prior year-end due to 
the assumption o f Ransburg’s liabilities at acquisition date and the increased long-term debt due to 
the acquisition. The rate o f current assets to current liabilities at year-end 1989 was 2.1, a slight 
decrease from the ratio at year-end 1988 o f 2.2 Total stockholders’ equity increased by $126 million 
to $871 million at year-end 1989. Affecting net worth were earnings o f $164 million, dividends 
declared o f $30 million, and an unfavorable foreign currency translation adjustment related to a 
stronger U.S. dollar o f $19 million. Net worth was further increased as a result o f three poolings of 
interests acquisitions.
Long-term debt o f $334 million grew $108 million since last year-end. This increase essentially 
was a result o f $237 million o f additional borrowings related to purchases o f Ransburg and other 
companies net o f repayments o f $139 million. The ratio of long-term debt to total capitalization 
increased to 27.7% from 23.3% at year-end 1988. This ratio is below the 33.2% immediately following the 
April 1989 acquisition o f Ransburg.
The long-term debt at December 31, 1989 consisted o f $100 million, 7 year 8 3/8% notes, $210 
million of commercial paper and $24 million of capital lease obligations and other debts. A  $300 million 
multiple option facility is being used to back up the commercial paper borrowings with no amounts 
outstanding under this facility at December 31, 1989. Standard & Poor’s Corporation upgraded the 
long-term debt rating of the Company in 1989 to A A —from A — and the commercial paper rating to 
A1+ from A2 as a result o f a review o f the Company’s financial position and outlook.
Cash provided by operations was $263 million in 1989 compared with $234 million in 1988 and 
$190 million in 1987. The $29 million rise in 1989 was essentially due to increased net income o f $24 
million and depreciation and amortization of $10 million. The funds from operations in 1989 were 
used mainly for the reduction o f short- and long-term debt by $146 million, additions to plant and 
equipment of $84 million, working capital requirements of $40 million and cash dividends paid of 
$29 million. In 1988, funds from operations were used mainly for the reduction o f short- and long­
term debt by $108 million, additions to plant and equipment for $84 million, working capital require­
ments of $35 million and cash dividends paid o f $23 million. Further, $41 million was used for the 
acquisition o f subsidiaries in 1988, offset by proceeds from the sale o f an operating company o f $24 
million. For the year 1987, the major items using the cash flow  from operations were the payment 
o f long-term debt o f $160 million, cash dividends o f $20 million, working capital requirements of 
$17 million, and investment activities accounting for $23 million.
Management continues to believe that internally-generated funds will be adequate to service 
the existing debt and maintain an appropriate debt to total capitalization ratio. Internally-generated 
funds also are expected to be adequate to finance internal growth and small-to-medium acquisitions for 
cash. The Company also believes it has additional debt capacity for larger acquisitions.
NEW YORK TIMES COMPANY, DECEMBER 31, 1989 
Management’s Discussion and Analysis
In August 1989 the Company completed the sale o f NYT Cable TV. The after-tax gain on the sale 
o f $193.3 million, or $2.46 per share, and the income from its operations prior to the sale date are 
included as discontinued operations in the accompanying financial statements.
In July 1989 the Company completed the acquisition o f McCall’s magazine. The structuring o f 
this acquisition and the late 1988 acquisitions o f Golf World (U.S.) and Sailing World magazines 
resulted in a reduction in earnings o f $.18 per share in 1989 and is expected to result in a reduction 
o f approximately $.26 per share in 1990. The reduction in earnings should be somewhat less in 1991 
and minimal in 1992.
• • • •
Liquidity and Capital Resources
The Company continues to generate strong cash flows from operations. Cash provided by oper­
ating activities exceeded $250 million in each o f the last three years. In addition, proceeds from the 
August 1989 sale o f the Company’s cable television system were $422 million.
Net cash flow  was used primarily for construction o f a new printing and distribution facility for 
The New York Times, for acquisitions, to repurchase common stock, to modernize and enhance 
other facilities and equipment, and to pay dividends to stockholders. The ratio o f current assets to 
current liabilities was .86 at December 31, 1989 and long-term debt and capital lease obligations as 
a percentage o f total capitalization was 24 percent. The comparable statistics at December 31, 1988
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were .70 and 30 percent, respectively. The August 1989 receipt o f the proceeds from the cable transac­
tion (see below) significantly improved these ratios from the prior period.
In July 1987 the Company announced a capital investment project of approximately $400 million for 
a new printing and distribution facility in Edison, New  Jersey for the Sunday edition of The New 
York Times. The amount, which excluded capitalized interest, included a capital lease o f $57 million, 
construction and equipment costs and the costs o f parcels contiguous to the leased property. Since 
that date the scope o f this project has been expanded to accommodate both daily and Sunday 
production and distribution, and additional efficiencies have been introduced (See Note 3). The 
cost o f the project is now estimated to be $450 million. Exclusive o f payments in connection with 
the capital lease, approximately $337 million has been expended through December 31, 1989. It is 
currently estimated that capitalized interest during the course of this project will aggregate approxi­
mately $60 million. The facility is expected to begin full operation late in 1990 and start-up and 
depreciation costs will affect 1990 earnings. Inclusive o f expenditures related to the Edison facility, 
the Company currently estimates that capital expenditures in 1990 will range from $125 to $150 
million.
During 1989 the Company repurchased approximately 2,200,000 shares o f its Class A  Common 
Stock at an average price o f $28.08 per share. In December, the Company announced a continuation 
o f its stock repurchase program, up to an additional $50 million.
In August 1989 the Company completed the sale o f its cable television system, NYT Cable TV, 
for $422 million in cash (See Note 2). In connection with the transaction, the granting o f a tax certificate 
by the Federal Communications Commission will enable the Company to defer income taxes on the 
related gain. The Company used a portion o f the proceeds to repay approximately $350 million of 
debt. The remaining proceeds will be used for various corporate purposes.
In addition to cash from operating activities, the Company has several established sources for 
future liquidity purposes, including several revolving credit and term loan agreements. A t December 31, 
1989, $130 million was available for borrowing by the Company under these agreements. The Company 
anticipates that during 1990 cash for operating, investing and financing activities will continue to 
come from a combination o f internally-generated funds and external financing.
OUTBOARD MARINE CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f Results o f Operations and Financia l Condition
• • ••
Financial Condition
At September 30, 1989, the Company’s current ratio improved to 2.7 compared to 2.3 in the prior 
year due primarily to the reclassification of net assets of the discontinued Lawn-Boy business segment. 
There was no charge in the current ratio after adjusting for the “Assets held for disposition.”  Current 
assets were up $53.5 million due to increased inventory o f $61.5 million for continuing businesses 
and reclassification o f Lawn-Boy assets partially offset by the sale o f the Cushman Companies.
Inventories are up from the prior year due to expansion in the Boat Group and a slowdown of 
marine sales in the second half o f the year. Customer receivables were $67.9 million lower than last 
year, with $62.1 million o f the reduction represented by the discontinued Cushman and Lawn-Boy seg­
ments. Receivables were also down due to the lower sales activity in the fourth quarter o f the year.
Current liabilities decreased $22.6 million from the prior year due to the sale o f the Cushman 
Companies and the application o f proceeds to short-term borrowings in the month o f September.
Due to the seasonal nature of OMC’s business, inventory and accompanying short-term borrowing 
to satisfy working capital requirements are usually at their highest levels in the second and third 
fiscal quarters and decline thereafter as the Company’s products enter their peak selling seasons. 
Short-term borrowings averaged $192.5 million and $113.9 million in 1989 and 1988, respectively, 
with month-end peak borrowings o f $330.2 million and $244.1 million in February 1989 and March 
1988, respectively.
Historically, the Company has financed its capital needs through a combination o f internal and 
external sources. These sources include retained earnings, short-term borrowings, long-term debt, 
leasing and equity financing.
The Company has a Revolving Credit Agreement which provides for borrowings o f $300 million 
from October 1 through May 31 and $200 million at other times. The Company also had domestic
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money market lines of credit o f $145.8 million at September 30, 1989. The Company’s non-U.S. subsidi­
aries had additional lines o f credit o f approximately $140.9 million at September 30, 1989.
Dividend payments in 1989 were $.80 per share compared to $.70 per share in 1988. These 
amounts represented 22.0% and 17.3% o f earnings in 1989 and 1988, respectively.
Stockholders’ equity increased to $642.7 million at the end o f 1989 from $579.5 million at the 
end o f the previous year. This increase in equity resulted primarily from the sale o f the Cushman 
business and net earnings from continuing operations.
Long-term debt increased during 1989 from $178.2 million to $233.1 million, primarily the result 
o f financing the Chris-Craft asset acquisition in February 1989. In November 1987, the Company 
announced a $100 million medium term note program and has issued $46.5 million with maturities 
ranging from 3 to 10 years. An additional $53.5 million o f medium term note capacity remains if 
needed. Long-term debt as a percent to total capital increased from 23% to 27% in 1989.
Capital and tooling expenditures by the Company were $110.3 million in 1989 and $88.8 million 
in 1988 exclusive o f boat company acquisitions. Capital expenditures in 1989 included amounts for 
boat company expansions at several locations, capital additions for new products and a wide variety 
o f replacement and upgrade expenditures for machinery and equipment worldwide.
QUANEX CORPORATION, OCTOBER 31, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
General
On August 22, 1989, the Company acquired for $88,605,000 cash Nichols-Homeshield, Inc. 
(Nichols-Homeshield), pursuant to a merger o f a wholly owned subsidiary with and into Nichols- 
Homeshield. Of the consideration paid by the Company for the acquisition o f Nichols-Homeshield 
approximately $2,500,000 was deposited into an escrow fund to reserve for certain possible contingent 
liabilities o f Nichols-Homeshield until August 1993, at which time any amounts not claimed will be 
disbursed to the prior stockholders and option holders o f Nichols-Homeshield. Results for fiscal 
1989 include approximately two months o f the results o f operations attributable to the operations 
o f Nichols-Homeshield. The acquisition o f Nichols-Homeshield was financed, in part, through 
funds borrowed under the Company’s $130,000,000 revolving credit agreement. Nichols-Homeshield is 
a vertically integrated manufacturer and fabricator o f aluminum-based products for the homebuilding, 
home improvement, light commercial construction and lawn and garden markets and a supplier o f 
aluminum-based products to other aluminum fabricators and distributors and other industrial 
users o f aluminum sheet and wire. The acquisition o f Nichols-Homeshield is expected to diversify 
the Company’s earnings base and expand the markets for the Company’s products.
As a result o f the Company’s acquisition o f Nichols-Homeshield, as well as gradual changes in 
recent years which have occurred in the nature and importance o f the operations o f the Company’s 
steel bar and tube groups, the Company has changed the manner in which its businesses are 
grouped into industry segments. Instead o f a single industry segment consisting principally o f steel 
products, the Company has now grouped its businesses into three separate industry segments consisting 
of a steel bar segment, a steel tube segment and an aluminum building products segment. Operations 
that are not in these segments, together with general corporate expense, are now classified as other 
operations. Information with respect to each segment is set forth in Item 1 of this report and historical 
financial information with respect to each segment is set forth in Note 11 to the Company’s Notes 
to Consolidated Financial Statements found on page 37.
• •••
Liquidity and Capital Resources
Fiscal 1989 resulted in a $22,737,000 reduction in the Company’s cash balances, primarily 
attributable to the Company’s acquisition of Nichols-Homeshield, repayment of certain indebtedness, 
and $13,445,000 in capital expenditures. Cash provided by operating activities increased to 
$65,456,000 for 1989 compared to $42,691,000 for 1988 and $20,548,000 for 1987. This increase is 
attributable to ongoing Company-wide cost reduction programs and improved market conditions. 
In addition, during 1989 the Company borrowed $115,000,000 under its revolving credit agreement. 
The positive cash flow, resulting from operating activities and borrowings, was offset by the cash
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purchase o f Nichols-Homeshield, Inc. for $88,605,000 (see Note 2), the $60,170,000 repayment o f 
long-term debt, the $11,262,000 payment for Bonds classified as a broker payable at October 31, 
1988, and the redemption o f the Company’s remaining 15 1/4% Bonds for $18,750,000. In addition, 
the Company paid $6,866,000 in preferred and common stock dividends, and acquired 184,000 
shares o f its common stock for $2,541,000 pursuant to an unsolicited private purchase. The acquired 
shares were subsequently returned to the status o f authorized but unissued shares.
Fiscal 1988 resulted in a $27,060,000 increase in the Company’s cash balances after purchasing 
$77,373,000 ($11,262,000 of which was classified as a broker payable) principal amount o f the Company’s 
15 1/4% Bonds in the open market. The Company used $82,184,000 in excess cash flow and the proceeds 
o f an unsecured $20,000,000 bank loan to purchase the Bonds. This improvement in the Company’s 
cash position was primarily the result o f improved earnings from operations at MacSteel-Arkansas, 
improved market conditions for the Company’s products, the receipt by the Company of approximately 
$3,061,000 from the return o f excess pension assets during the year and the sale o f 138,000 shares 
o f $22.8125 Cumulative Convertible Exchangeable Preferred Stock during the fourth quarter in 
which Quanex received $33,000,000 after deducting issuance cost o f $1,500,000. The proceeds o f 
the offering were used to purchase the Company’s 15 1/4% Bonds.
During 1989 the Company extended its existing $60,000,000 revolving credit agreement to a 
new $130,000,000 facility. The new facility is a three year revolving credit arrangement with six 
banks that includes a three year term option. (See Note 8.)
A t October 31, 1989, the Company’s outstanding long term indebtedness was $93,244,000 as 
compared to $38,774,000 at October 31, 1988. The increase in the Company’s indebtedness was 
primarily attributable to borrowings under the Company’s revolving credit agreement for the 
acquisition o f Nichols-Homeshield and the refinancing of Nichols-Homeshield’s indebtedness.
The Company spent $13,455,000 in capital expenditures in 1989, up from $4,602,000 in 1988. 
Currently, the Company anticipates spending approximately $23,700,000 over the next 18 months 
to improve and expand its current operations in Michigan, Arkansas, and Indiana. Included in the 
expansion is $1,100,000 to increase chrome plating capacity at the Company’s LaSalle Steel-Fluid 
Power Division; $2,500,000 to develop surface hardening capabilities and increasing capacity at the 
Company’s Heat Treating Division; and $20,100,000 for improvements in ladle metallurgy and 
installing ultrasonic testing equipment at the Company’s MacSteel plants. The MacSteel expansion 
is part o f a $40 to $50 million five year program to produce even “ cleaner”  steels at its MacSteel 
plants. The Company also is considering investing approximately $50 million over the next three 
years at its Nichols-Homeshield subsidiary in order to construct a Hazelett continuous caster and 
service center at the Davenport, Iowa, plant. In addition, the Company’s long range plans are to 
invest approximately $9,000,000 per year on existing operations in order to improve product mix 
and margins. The proposed capital expenditures are expected to be funded through cash flow  from 
operations and, i f  appropriate, from borrowings under the Company’s revolving credit agreement.
It is currently anticipated that the recently ended strike at the Company’s Michigan Seamless Tube 
Division, the anticipated downturn in economic growth and cutbacks in the automotive industry 
will affect the Company’s results in 1990. In addition, operating earnings and cash flow will be partially 
offset by interest expense associated with the Company’s recently incurred indebtedness.
The Company’s principal sources o f funds are cash flow  from operations and borrowings under 
its revolving credit agreement. In management’s opinion, the Company currently has sufficient 
funds and adequate financing sources available to meet its anticipated liquidity needs. In addition, 
improved market conditions, cost reductions and productivity improvement programs have 
strengthened cash flow  from operations. Management believes that cash flow  from operations will 
continue to be sufficient for the foreseeable future to finance anticipated capital expenditures, 
debt service requirements, including interest expense, and dividends.
VACU DRY COMPANY, JUNE 30, 1990
Management’s Discussion and Analysis of Financial Condition and Results of Operations
Liquidity, Capital, and Resources and Impact o f Inflation
The Company received $5,058,000 of cash from the sale o f assets to Knouse Foods. These proceeds 
were used to reduce long-term debt, borrowings under the line of credit, other payables and provide 
funds for a $1.50 per share special cash distribution to shareholders.
The decrease in working capital o f $2,105,000 from $2,982,000 in 1989 to $887,000 in 1990 was 
a result o f the decrease in inventories primarily related to the sale to Knouse, in conjunction with
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a corresponding reduction in the long-term debt of $1,730,000. For fiscal 1989, the Company’s working 
capital increased by $93,000 from $2,889,000 in 1988 to $2,982,000 in 1989.
The Company’s debt to worth ratio remained unchanged from 1989 at 1.5 to 1.0. This was due 
in part to the fact that the decrease in long term debt of $1,730,000 was offset by the reduction of 
shareholders equity as a result o f the cash distribution o f $2,502,000.
The Company is striving to decrease its inventory level and thereby increase its liquidity.
The Company has a commitment from a bank to provide a revolving line o f credit at the bank’s 
prime rate plus 1%. The available financing is based on a percentage o f the accounts receivable and 
inventory balances, up to a maximum of $4,000,000. As o f June 30, 1990, the Company had $880,000 
o f available funds under the revolving line o f credit note. This compares to $1,382,000 o f available 
funds as of June 30, 1989. The Company anticipates there will be adequate cash to meet its operating 
and capital needs.
The Company has established a capital expenditure budget o f approximately $900,000 for the 
1990-91 fiscal year. These funds will be used to refurbish existing equipment and structures and 
purchase new equipment. The Company anticipates financing these expenditures through internally 
generated funds and the revolving line o f credit.
The Company believes that general inflation has had no significant impact on its income from 
operations during the last three years.
• •••
DIVISION INTO TWO CATEGORIES
ASHLAND OIL, INC., SEPTEMBER 30, 1989 
Management’s Discussion and Analysis
• • • •
Financial Position:
Liquidity
Ashland’s financial position has enabled it to achieve a rating in the A  category from both major 
credit rating agencies and obtain capital for its financing needs. Ashland has revolving credit agree­
ments providing for up to $370 million in borrowings, none o f which were in use at September 30,
1989. Under a shelf registration with the Securities and Exchange Commission, Ashland could issue 
an additional $165 million in medium term notes as future opportunities or needs arise, and $20 million 
o f such notes were issued in October, 1989. For short-term financing needs, Ashland has access to 
commercial paper markets and various uncommitted lines o f credit.
Cash and cash equivalents at September 10, 1989 were $70 million, compared to $140 million for 
1988 and $87 million for 1987. Such amounts were maintained, in spite of the $325 million NIOC settle­
ment in 1989 and common stock purchases o f about $125 million during 1988 and 1989, through net 
borrowings o f about $425 million. Cash flows from operations, a major source o f Ashland’s liquidity, 
amounted to $410 million before the NIOC settlement in 1989, $397 million in 1988 and $309 million 
in 1987. These amounts have approximated net property additions and dividends over the same 
three-year period.
Ashland plans to sell Ashland Technology Corp. and Beaird Industries in fiscal 1990. Although 
negotiations are continuing, Ashland currently expects to generate approximately $80 million in 
net cash proceeds in 1990 from the sale after payment o f the related income taxes.
Working capital at September 30, 1989 was $262 million and liquid assets (cash, cash equivalents 
and accounts receivable) as a percent o f current liabilities amounted to 69% at that date. Ashland’s 
working capital is significantly impacted by its use of the last-in, first-out (LIFO) method o f inventory 
valuation, which understates the value o f such inventories on Ashland’s consolidated balance 
sheet by approximately $425 million at September 30, 1989.
Capital Resources
During fiscal 1990, Ashland anticipates capital expenditures o f approximately $475 million 
(including exploration and geophysical costs). Capital requirements for property additions and
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dividends generally have been met from Ashland’s cash flows from operations. Ashland anticipates 
meeting such capital requirements during 1990 from internally generated funds, with minimal 
external financing. Additional borrowings may be required for acquisitions, common stock purchases 
and repayment o f long-term borrowings, but the amounts are uncertain at this time.
Ashland faces significant exposure from actual and potential claims and lawsuits involving 
environmental matters. These matters involve alleged soil and water contamination and air pollution, 
and personal injuries or property damage allegedly caused by exposure to toxic materials manufactured, 
handled or used by Ashland. Ashland’s policy is to accrue environmental and clean-up costs when 
it is probable that a liability has been incurred and the amount of the liability is reasonably estimable. 
However, future environmental related expenditures cannot be reasonably quantified in many 
circumstances due to the speculative nature o f remediation and clean-up cost estimates and 
methods, the imprecise and conflicting data regarding the characteristics o f various types o f waste, 
the unknown number o f other potentially responsible parties involved, the extent to which such 
costs may be recoverable from insurance, and changing environmental laws and interpretations. As 
a result, Ashland believes environmental related expenditures w ill continue to be substantial, but 
the amounts are uncertain at this time.
A t September 30 , 1989, up to an additional 4 million shares o f common stock can be purchased 
from time to time in open market transactions under Ashland’s repurchase program. The number 
o f shares ultimately purchased and the prices Ashland will pay for its stock are subject to periodic 
review by management.
Ashland’s capitalization at September 30, 1989 consists o f debt due within one year (6%), long-term 
borrowings (40%), deferred income taxes (11%), and common stockholders’ equity (43%). Such 
capitalization reflects higher indebtedness than in prior years, principally due to the NIOC settlement. 
This capitalization could change somewhat during 1990 as a result o f borrowings or purchases of 
common stock under Ashland’s repurchase program. Approximately 22% o f Ashland’s long-term 
borrowings are floating-rate instruments on which interest costs w ill vary in 1990.
Effects o f Inflation and Changing Prices
Ashland’s consolidated financial statements are prepared on the historical cost method of account­
ing and, as a result, do not recognize changes in the dollar’s purchasing power. Although inflation 
rates were low in 1989, Ashland’s results are still affected by the inflationary trend in prior years.
In the capital intensive industries in which Ashland operates, the replacement costs for its 
properties would generally exceed their historical costs. Accordingly, depreciation, depletion and 
amortization expense would be greater i f  it were based on current replacement costs. However, 
since replacement facilities would reflect technological improvements and changes in business 
strategies, such facilities would be expected to be more productive than existing facilities, mitigating 
somewhat the increased depreciation expense.
Ashland uses LIFO to value inventories to provide a matching o f revenues with current costs. 
However, LIFO understates the value o f inventories on Ashland’s consolidated balance sheets.
Monetary assets (such as cash and accounts receivable) lose purchasing power as a result o f 
inflation and monetary liabilities (such as accounts payable and indebtedness) result in a gain because 
they can be settled with dollars o f diminished purchasing power. Ashland’s monetary liabilities 
have exceeded its monetary assets in recent years, resulting in net purchasing power gains and 
providing a hedge against the effects o f future inflation.
CMI CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f Results o f Operations and Financia l Condition 
Changes in Financial Condition
During 1989, the Company realized that it needed to renegotiate its debt agreement to better 
meet its operational needs. The debt agreement contained several limitations which did not allow 
the Company to respond to market changes and did not necessarily meet the Company’s cash flow  
needs which fluctuate as a result o f the seasonal nature o f the Company’s business. As a result of 
these limitations, the Company was not able to maintain compliance with certain debt covenants 
throughout 1989 and requested relief from these covenants and an amendment o f its debt agreement. 
On November 7 , 1989, the debt agreement was amended; however, the amended agreement still did
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not allow the Company the flexibility it required. In February 1990, the Company was notified by 
its lender that it was not in compliance with its debt agreement. On April 12, 1990, the third amendment 
to the Company’s debt agreement was executed which extended the maturity date o f the debt 
agreement for another year to April 30, 1991. In addition, the amounts available to the Company 
under the debt agreement were reduced and the interest rate was increased.
The Company is currently pursuing other sources o f financing to replace its current debt agree­
ment. As o f December 31, 1989, the Company had $17.5 million in outstanding debt on this agreement, 
o f which $15.7 million is classified as non-current and $1.8 million is classified as current.
During 1989, the Company did not redeem 500 shares at $1,000 per share o f its preferred stock 
scheduled for redemption on December 31, 1989. In addition, the Company did not pay $157,500 in 
preferred stock dividends in January 1990. Terms of the preferred stock are such that if  two consecutive 
dividend payments or redemptions are not made, the Company’s board o f directors shall be 
increased by one and the preferred stockholder shall have the exclusive right to elect an individual 
to fill such newly created directorship. The Company intends to redeem the 500 shares and pay the 
January 1990 dividend payment by July 1990. Dividends are paid each January and July and 750 
shares o f stock are scheduled to be redeemed each December 31, from 1990 through 1994; and 250 
shares on December 31, 1995. These special voting rights w ill continue until the dividend payments 
or redemptions are made. The Company is also restricted from paying dividends on its common 
stock until the dividend payments or redemptions are made.
Pursuant to a Memorandum of Understanding ( “ Memorandum” ) with Caterpillar dated 
December 28, 1987, the Company terminated its June 29, 1984 Manufacture and Distribution 
Agreement with Caterpillar on March 9 , 1988 and regained direct access to the marketplace. Under 
the Manufacture and Distribution Agreement, Caterpillar was the exclusive purchaser o f almost all 
o f the Company’s automated highway, street and road construction equipment and machinery. 
Because o f the complexity o f terminating the Manufacture and Distribution Agreement, the 
Memorandum covers a wide range o f transactions. Following is a summary o f the most material 
agreements which were executed and delivered by the Company and Caterpillar pursuant to the 
Memorandum.
1. Stock Purchase Agreement. The Company sold its wholly owned subsidiary, RayGo Inc., an 
Oklahoma corporation, to Caterpillar. As part o f the sale, Caterpillar also acquired RayGo’s wholly 
owned subsidiary, CMI Europe S.A.
2. Data Package Purchase Agreement. Under a Data Package Purchase Agreement, the Company 
sold all designs, drawings, schematics and other manufacturing, servicing technical and purchasing 
information (the “ Data Package’’) required to manufacture, service, distribute and sell the Company 
designed asphalt pavers, window elevators, profilers (other than the CMI Model PR-500FL Profiler), 
road reclaimers, and soil stabilizers. In making the sale, however, the Company reserved the right 
to commence making products similar to the Data Package products within a period ranging from 
2-5 years from January 1, 1988.
3. Inventory and Equipment Purchase Agreement. As part o f the sale o f the Data Package, the 
Company also sold to Caterpillar certain raw material and parts inventory and manufacturing 
equipment involved in producing the Data Package products. Some o f the inventory was sold at its 
net book value (approximately $2.6 million) on March 9, 1988. Other inventory and all of such equip­
ment were sold to Caterpillar during 1988 at their net book value o f approximately $1.3 million.
4. Equipment Purchase Option Agreement and Other. Under this agreement, the Company has 
the option over three years to purchase for resale by the Company, asphalt plants, concrete paving, 
and fine grading machines owned by Caterpillar. This equipment is ready for immediate sale and 
offers the Company a unique marketing opportunity. To obtain favorable terms for this option from 
Caterpillar, the Company agreed to create a deposit fund o f approximately $1.8 million in favor o f 
Caterpillar. The Equipment Purchase Option Agreement contained certain purchase conditions 
and covered approximately $17.8 million o f Caterpillar’s inventory ($6.3 million at December 31, 
1989) and grants the Company the option to purchase this inventory through January 31, 1991. I f  
the Company fails to exercise its option, then Caterpillar may withdraw certain equipment from the 
option (thus reducing the amount o f equipment available to the Company for resale), receive 
money from the deposit fund or request the Company to pay an annual charge. During 1989, the 
Company was charged approximately $165,000 as an annual charge to Caterpillar on equipment 
purchase deficiencies ranging from $32,000 to $3.7 million. The Company anticipates that these 
deficiencies will be purchased over the remaining thirteen months o f the equipment purchase 
agreement. I f  the conditions o f the option agreement are met by the Company, the deposit account 
will be released to the Company (with interest) by February 7, 1991.
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5. Release o f Certain Claims. As part o f the termination, Caterpillar agreed to release any o f its 
reimbursement claims against the Company for participatory discounts, price adjustments or similar 
discount sharing arrangements which were required under the Manufacture and Distribution 
Agreement.
6. Equipment Storage Lot Agreement. The Company has given Caterpillar the right to store a signifi­
cant amount o f equipment and inventory purchased by Caterpillar from the Company at the Company’s 
Oklahoma City facilities.
This discussion is only a summary o f some o f the material provisions o f these agreements and 
does not cover all o f their terms and provisions. Reference should be made to the exhibits attached 
to the Company’s Form 8-K dated March 9 , 1988 for more information concerning these agreements.
Under the terms o f these agreements, the Company received $26.9 million in 1988 ($1.8 million 
is escrowed pending fulfillment of certain requirements by the Company). Of the net amount 
received, $15.1 million was utilized to retire debt and interest and approximately $1.4 million was 
utilized to retain certain CMI Europe S.A. net assets.
The Company realized a gain in 1988 o f approximately $9.7 million from the above transactions.
Effective January 1, 1988, the Company resumed full responsibility for selling asphalt plants, 
concrete paving products, fine grading equipment, and related components and w ill continue to 
manufacture and sell its bridge finishing, weighing devices, and specialized hauling product lines. 
The Company also agreed to sell Caterpillar’s inventory o f parts and completed machines for 
asphalt plants, concrete paving products, fine grading equipment, and related components.
• •••
Liquidity and Capital Resources
Working capital at December 31, 1989 amounted to $27.6 million, a decrease o f $4.1 million 
compared with 1988, and was principally due to increase in receivables of $1.1 million, inventories of 
$5.5 million and other current assets o f $ .8 million offset by increases in current maturities o f long­
term debt $1.9 million, accounts payable and accrued liabilities o f $6.2 million and a decrease in cash 
and cash equivalents of $3.5 million. Cash used by operations in 1989 amounted to $6 million, a decrease 
o f approximately $.4 million over 1988 excluding the gain on sale o f subsidiary and other assets.
Total debt (short-term and long-term) amounted to $24.2 million at December 31, 1989 compared 
with $20.7 million at December 31, 1988. In February 1990, the Company received notification from 
its lender that the Company was not in compliance with its term credit agreement due to nonpayment 
o f certain obligations. As a result, additional borrowing capacity at December 31, 1989 under the 
term credit agreement of approximately $.9 million was not available. On April 12, 1990, the Company 
and its lender signed an agreement to amend the term credit agreement to include, among other 
things, an extension o f the maturity date for another year to April 30 , 1991, a periodic reduction in 
the amounts available under the agreement and a periodic increase in the interest rate.
During 1989, the Company experienced certain cash flow  difficulties which resulted in the 
extension o f certain o f its obligations beyond their scheduled due dates. Some o f the factors which 
contributed to these difficulties included the Company finding itself in a position of having to signifi­
cantly discount certain products to better establish its market presence upon separation from 
Caterpillar in 1988, increased costs for the development o f new and improved products to maintain 
and increase market share, disproportionate overhead costs in relation to sales volume, higher than 
normal legal costs from the Company’s patent litigation and a labor strike at the Company’s trailer 
operation. In addition, the Company was adversely affected by a build-up o f inventories in early 
1989 which was not utilized as anticipated in the Company’s primary selling season. These factors, 
in conjunction with the seasonal nature o f the Company’s business which is such that a significant 
portion o f cash generated from operations occurs in the second and third quarters, resulted in a 
need for additional working capital during the fourth quarter which was limited under the Company’s 
existing credit agreement.
In 1990, the Company is introducing certain new products which it believes will be high volume and 
profitable products that will help to offset the Company’s seasonal cash flows and the high overhead 
costs typically experienced in the off-season. In addition, the Company made certain personnel reduc­
tions in late 1989 for which the Company expects the benefits will be fully realized in 1990. The 
Company is committed to instituting further cost reductions and/or delaying expenditures if the future 
warrants such actions. The Company also expects better utilization of existing inventories and some 
reduction o f research and development activities associated with the development of new products in
1990. The Company believes that these factors will contribute to better cash flows during 1990.
The Company is currently pursuing other sources o f financing to replace its existing term credit 
agreement and believes that it will be successful in obtaining a credit agreement that will meet the
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Company’s business and operational needs. In addition, in March 1990, the Company received a 
commitment from the Oklahoma Development Finance Authority for $5 million in long-term 
financing and expects that these monies will be available to the Company by August 1990. The Company 
believes that its cash operating demands will be adequately met through these sources and that 
cash generated by operations w ill improve from the factors discussed above, such that the Company 
will maintain compliance with its amended term credit agreement and be able to meet its obligations 
as they become due.
During 1989, CMI Energy retained a financial advisor which assisted the Company in extending 
the bond escrow period to June 1 , 1990. The financial advisor is currently assisting the Company in 
obtaining a letter o f credit from a financial institution to secure the $50 million o f tax exempt bonds 
which will allow escrow to be broken on the bonds. To the extent the bonds are not remarketed on 
June 1, 1990, the Company believes that there are other alternatives available to obtain the financing 
to complete and place the project into operation.
Upon release o f the proceeds o f the bonds from escrow ($50 million), $7 million will be released 
to CMI Energy to retire existing indebtedness against the Project and to pay for qualified Project 
costs, $32 million will be made available for qualified Project costs o f completing the construction, 
and the balance o f the proceeds w ill be held to provide requisite reserves and provide additional 
recovery to CMI Energy for its qualified Project costs at the completion o f construction, testing, and 
acceptance of the Project by the City and its Resident Engineer. The construction period is estimated 
to be two years following the breaking o f escrow.
Capital expenditures in 1989 amounted to $1.2 million, a decrease o f $.9 million from the $2.1 
million expended in 1988. It is anticipated that funds generated from operations and from the items 
described under Changes in Financial Conditions will be adequate to cover 1990 capital outlays.
CYCLOPS INDUSTRIES, INC., DECEMBER 31, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
Background
This discussion and analysis o f the Company’s financial condition and results o f operations 
should be read together with the Consolidated Financial Statements and Notes thereto, which 
begin on page 28.
The Company began 1989 with a strong order backlog o f approximately $396 million, and 
demand for the Company’s products grew in the first and second quarters with total backlog peaking 
at $429 million. During the second half of 1989, demand softened for consumer products, particularly 
automotive, leading to a gradual decline in orders for flat-rolled carbon and stainless steels. As a 
result, order backlog during the third and fourth quarters o f 1989 fell below earlier 1989 levels. 
Total backlog, however, at the end o f February, 1990, had increased to $344 million as compared to 
$318 million at year-end. The Nonresidential Construction segment was primarily responsible for 
the improvement.
The acquisition in July 1988 of the stainless steel and plate-making facilities of Eastmet Corpora­
tion’s ( “ Eastmet” ) Baltimore, MD plant added a continuous slab caster to the Company’s production 
facilities and also added stainless steel plate as a product line. The Company, through its majority- 
owned subsidiary, Eastern Stainless Corporation ( “ Eastern” ), now is a leading supplier in the stainless 
steel plate market. Eastern has also become an integral part o f the Company’s Flat-rolled Steel 
Products segment by utilizing its otherwise excess melting capacity to supply semifinished stainless 
steel to the Company’s other operations. Furthermore, certain stainless steel sheet facilities previously 
idled by Eastmet, have undergone extensive refurbishing and are currently in the start-up phase. 
Reentry by Eastern into the stainless sheet market is anticipated to make a contribution to the Flat- 
rolled Products segment in 1990.
In 1987, the Company adopted a formal plan to sell its Cytemp Specialty Steel ( “ Cytemp” ) and 
Detroit Strip operations. Accordingly, for financial reporting purposes, these businesses were 
accounted for as discontinued operations. The Company’s efforts since then to divest Cytemp and 
Detroit Strip have been unsuccessful. The Company will operate these facilities, and, accordingly, 
for financial reporting purposes, these divisions have been restored to consolidated continuing 
operations effective December 31, 1989. A ll prior reporting periods have been restated to reflect 
Cytemp and Detroit Strip as consolidated continuing operations.
• • ••
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Liquidity
During 1989, the Company’s total debt obligations were reduced by 41 percent, from $171.4 million 
at December 31, 1988 to $100.7 million at the end of 1989. Coupled with a $37.7 million increase in 
equity, the financial leverage o f the Company was significantly decreased. The debt reduction was 
accomplished through cash flow from operations and reductions in working capital, including proceeds 
from asset sales.
As o f July 20, 1988, the Company entered into a $200 million secured Revolving Credit and Letter 
o f Credit Issuance Agreement ( “ Credit Agreement” ) with two major domestic banks. The Credit 
Agreement, which replaced a prior credit facility o f $157 million, has a term which extends to 
September 30, 1994. The initial maximum borrowing commitment included a provision for letters 
o f credit up to $45 million. The Credit Agreement was amended effective October 31, 1989, which 
provided for an increase through December 31, 1989 in the portion o f aggregate maximum borrowings 
which could be attributable to letters of credit, from $45 million to $55 million. Scheduled reductions 
o f $5 million per year in the maximum borrowing commitment began October 1 , 1989, and continue 
annually thereafter, and will reduce the commitment level to $175 million by October 1, 1993.
Effective September 30, 1988, Eastern entered into its own three-year Revolving Credit and 
Letter o f Credit Issuance Agreement ( “ Eastern Credit Agreement” ) with two major domestic banks 
that provided for secured maximum aggregate borrowings of $10 million, including letters of credit.
Total long-term debt obligations o f the Company at December 31, 1988, were $25.5 million 
higher than at the end o f 1987, primarily due to the acquisition of Eastern, in which $40.4 million 
o f the $56.3 million purchase price was funded through $14.1 million o f borrowings under the 
Company’s Credit Agreement, $15.0 million o f proceeds from a term loan and from debentures 
issued by Eastern at a discounted value o f $11.3 million. The balance o f the purchase price was 
funded with the issuance o f equity by both the Company and Eastern. The term loan was repaid 
during the first six months o f 1989 using funds generated from Eastern’s operations.
With the decrease in leverage during 1989, the Company was able to obtain lower interest rates 
under its Credit Agreement and the release of its real property, fixtures, and machinery and equipment 
as collateral under this agreement. Additionally, lower interest rates were negotiated for the Eastern 
Credit Agreement in 1989, and the maximum borrowing capacity under this agreement was increased 
from $10 million to $15 million. The Company believes this reduced leverage will considerably 
enhance its ability to finance certain strategic capital projects which are being considered and to 
be responsive to potential acquisition opportunities which, as an alternative, could reduce the 
Company’s capital expenditure requirements.
A t December 31, 1989, the maximum borrowing commitments under the Credit Agreement and 
the Eastern Credit Agreement were $195 million and $15 million, o f which $85.7 million and $14.5 
million, respectively, were unused. At year end, outstanding letters of credit under these agreements 
were $36.3 million and $.5 million, respectively. The Company’s Credit Agreement obligates the 
Company to use the after-tax proceeds from certain asset sales to repay borrowings and reduce 
borrowing availability under this agreement. With the exception of payments that could be required as 
a result o f certain asset sales and the scheduled reductions o f the maximum borrowing commitment 
in the Credit Agreement, there are not significant scheduled debt or mandatory redeemable capital 
stock maturities until 1992. Therefore, the Company believes that these credit agreements provide 
adequate liquidity as required for normal operating activities during this period. It is expected that 
large capital expenditures or acquisitions which require additional resources would be provided for 
through new financing arrangements.
Investment in Facilities
The Company invested $18.7 million in facilities during 1989, compared to $16.7 million in 1988 
and $8.9 million in the six months ended December 31, 1987. Over the past two-and-one-half years, 
the Company entered into various sale-leaseback transactions. In 1989 the Company sold its corporate 
office building, generating proceeds o f $4.1 million and in 1988, its Coshocton, OH facility sold 
certain machinery for $6.1 million. In 1987, the Company installed an electric arc furnace at its 
Empire-Detroit Steel division which was financed through a sale-leaseback arrangement that 
provided proceeds o f $11.5 million. The proceeds from each o f these arrangements were used to 
reduce outstanding debt.
Eastern was acquired on July 29, 1988 for a total purchase price o f $56.3 million. Eastern’s stainless 
sheet finishing facilities, which had been idled by its previous owner, have been newly refurbished 
at a cost in excess of $4 million, and shipments o f stainless sheet began during the first quarter of 1990.
The Company estimates that it will spend approximately $20.0 million for capital expenditures 
in 1990. Certain larger scale projects are being evaluated, which could result in additional capital 
commitments totaling up to $50.0 million over several years. I f  pursued, these expenditures would
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be financially justified on the basis o f enhancing the Company’s return on invested capital, primar­
ily through operating cost reductions.
MARSH SUPERMARKETS, INC., MARCH 1, 1990
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations
• •••
Liquidity and Capital Resources
Capital Spending. Capital expenditures, including capital lease acquisitions, and major capital 
projects completed during the last three fiscal years consisted of:(table omitted).
A t March 31, 1990, construction was in progress on a new corporate headquarters in Indi­
anapolis, which is scheduled for occupancy in the Spring o f 1991, one major supermarket remodel, 
eight new convenience stores, and several convenience store remodels. The cost to complete these 
projects and other capital commitments approximate $20 million.
In addition to completion of these projects, construction plans for fiscal 1991 include two new 
supermarkets, three major supermarket remodels, up to ten new convenience stores, and up to ten 
convenience store remodels. Estimated fiscal 1991 capital expenditures for projects in process and 
planned approximate $50 million. The Company’s plans with respect to store construction, acquisi­
tion, remodeling, and expansion frequently are reviewed and revised in light o f changing condi­
tions. In certain instances, the Company’s ability to proceed with projects is subject to successful 
negotiation o f site acquisitions or leases and the timing o f projects is subject to normal construction 
and other delays. Thus, it is possible that not all o f the projects described above will be commenced, 
and that other projects will be added, and it is likely that a portion o f the expenditures with respect 
to projects commenced during a fiscal year will carry over to the subsequent year.
Financing and Liquidity. In addition to the capital spending program described above, over 
the past three fiscal years inventories (before LIFO reserves) increased $14.5 million. This was due 
in large part to increased forward buying activities, thus there was not a proportionate increase in 
trade accounts payable, which traditionally have financed a significant portion o f inventories. 
These capital requirements have been financed through internally generated funds, long-term bor­
rowings and lease financings, including both capital and operating leases.
While long-term liabilities increased from $56.1 million at the beginning o f fiscal 1988 to $89.0 
million at March 31, 1990, balance sheet leverage ratios did not change significantly. Expressed as 
a percentage o f total capitalization (long-term liabilities plus shareholders’ equity) long-term liabil­
ities increased from 53% at the beginning o f fiscal 1988 to 55% at the end o f fiscal 1990. Major 
financings during this period consisted o f two private placements o f long-term fixed rate debt—$25 
million in fiscal 1989 and $22.7 million in fiscal 1990.
The Company has a commitment for approximately $20 million o f 9.05% long-term financing 
for fiscal 1991 construction projects, principally the corporate headquarters. The Company has 
bank revolving credit agreements providing $25 million o f financing ($5 million utilized at March 
31, 1990). The Company believes existing debt and lease credit facilities are adequate to fund its 
planned capital spending program. Dependent upon the extent to which projects are completed as 
planned and evaluation o f credit markets, the Company may seek additional long-term financing in 
fiscal 1991.
In addition to its long-term credit facilities, the Company has commitments from various 
lenders for short-term borrowings o f up to $14.5 million. There were no short-term borrowings out­
standing at March 31, 1990 and average borrowings over the past three fiscal years have not been 
significant.
Of the total long-term debt and capital lease obligations at March 31, 1990, 87% bears interest 
at fixed rates, which averaged 9.9%, and 13% at fluctuating rates, which averaged 9.6%.
NATIONAL CONVENIENCE STORES INCORPORATED, JUNE 30, 1990
Management’s Discussion and Analysis o f Financia l Condition and Results o f Operations
• •••
Liquidity and Capital Resources
Key balance sheet figures, ratios and representative changes are: [A table that follows in  the 
orig ina l is omitted here.]
79
Liquidity. Because substantially all o f the Company’s sales are for cash and total inventories 
are converted to cash in approximately one month, the Company considers its cash flows adequate 
to satisfy its daily working capital requirements. To provide for any temporary shortfalls in working 
capital, the Company has a Revolving Credit Agreement, as well as short-term seasonal unsecured 
credit lines that entitle the Company to borrow a maximum of $48 million at June 30, 1990, decreasing 
to $42 million at August 31, 1990, and $30 million at December 31, 1990. At June 30, 1990, $35 million 
was outstanding in the aggregate under these credit facilities.
Capital Resources. Recognizing that the Company’s unfavorable operating results in fiscal 1986 
through 1989, combined with recent acquisitions o f stores and the Company’s historical preference 
to own its operating assets rather than leasing through long-term leases had resulted in a highly 
leveraged balance sheet, the Company implemented a program in fiscal 1989 to reduce its leverage 
by executing sale and leasebacks o f store properties, selling underperforming assets, curtailing 
capital expenditures and reducing long-term debt. During fiscal 1990, the Company executed sev­
eral significant financing transactions pursuant to this strategy including (i) completing the sale 
o f the Company’s Nashville, Tennessee area stores for $21.8 million and using the proceeds to 
reduce debt; (ii) executing three sale and leaseback transactions involving 47 o f the Company’s 
stores for $29.1 million and using the proceeds to reduce debt and for general corporate purposes; and 
(iii) executing an exchange o f $32 million o f the Company’s 9% Convertible Subordinated Deben­
tures due December 1, 2008 (representing 64% o f the outstanding balance), for 224,371 shares of 
the Company’s $14.375 Convertible Exchangeable Preferred Stock (the “ Series E Preferred Stock” ). 
Primarily as a result o f these transactions, the Company’s long-term debt, capital lease obligations 
and related current maturities decreased by $72 million (25%) in fiscal 1990. This decrease, coupled 
with the preferred stock issuance, resulted in the Company’s debt to equity ratio decreasing from 
4.37 to 2.50 (see Note 10 o f the Notes to Consolidated Financial Statements).
Concurrently with the financing transactions described above, the Company has curtailed its 
capital expenditure program from $27.1 million in fiscal 1988 to $12.7 million in fiscal 1989 and to 
$10.0 million in fiscal 1990. The Company has been able to successfully reduce its capital expenditure 
program due to a majority of the Company’s stores either having been part o f a store remodeling 
program that has been carried out during the past five years or the stores were recently purchased 
in good condition. New store construction activity is estimated to be minimal for fiscal 1991 as the 
Company’s capital expenditure program will focus on various sales enhancing projects at existing 
stores, improved management information systems design and underground gasoline storage tank 
upgrades required to comply with new governmental regulations (see Note 9 o f the Notes to 
Consolidated Financial Statements). Budgeted capital expenditures are projected to be $12 million 
in fiscal 1991, which is within the limits imposed by the Company’s Revolving Credit Agreement. 
The Company believes its sales from existing stores can be further improved and thus has focused 
its marketing efforts on a remerchandising program in selected stores which is not capital intensive. 
The remerchandising program is tailored to the demographics o f the neighborhood each store 
serves and includes a broader variety o f fresher, healthier, and quick-to-prepare foods. The program 
also includes the Company’s enhancement o f displays in its stores to promote stronger appeal to its 
targeted demographics. The Company expects to complete the remerchandising program in all o f its 
convenience stores during the next two fiscal years.
The Company is not currently engaged in the pursuit of any material acquisition o f stores. However, 
the Company has, and will continue, to take advantage o f opportunities to improve its sales and 
earnings performance through selective acquisitions, should they arise. On January 21, 1988, the 
Company consummated the purchase o f 269 operating convenience stores, located in and around 
Houston, Texas (the “ Houston Acquisition” ), from Southland and on April 21, 1989, the Company 
completed an acquisition o f 75 operating convenience stores, located in and around San Antonio, 
Texas (the “ San Antonio Acquisition” ), from Southland. To finance the Houston Acquisition, the 
Company entered into a four-year term loan with a group of banks which provided for the borrowing 
o f $85 million. The loan was repaid in fiscal 1989 with a combination o f funds provided by proceeds 
received relative to the execution o f sale and leaseback transactions on real estate and the Company’s 
August 15, 1988, sale o f its Las Vegas, Nevada stores. The San Antonio Acquisition, likewise, was 
financed by a two-year term loan with a group of banks which provided for the borrowing o f $25.4 
million. The Company completed repayment o f its San Antonio Acquisition loan in December 1989 
using proceeds derived from sale and leaseback transactions and the sale o f the Company’s Nashville, 
Tennessee stores (see Notes 2 and 6 o f the Notes to Consolidated Financial Statements).
As discussed above, the Company’s principal applications o f cash in fiscal 1990 have been to 
reduce its long-term debt and to fund its capital expenditure program. In addition, the Company
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paid cash common stock dividends o f $.26 per share in fiscal 1990, as compared to $.36 per share 
for each of the fiscal years  1989 and 1988. The decrease in common dividends was due to two factors. 
In April 1990 the Company reduced its normal quarterly common stock dividend to $.08 per share 
and concurrently paid an additional $.01 per share amount relative to the redemption of the Company s 
Series C Preferred Stock (see Note 10 o f the Notes to Consolidated Financial Statements). Secondly, 
in July 1990 the Company’s Board o f Directors voted to suspend the fourth quarterly common stock 
dividend as required by the terms o f the Company’s Revolving Credit Agreement. The Company is 
unable to predict to what extent or when it will be able to resume payment o f its normal quarterly 
common stock cash dividends (see Note 6 o f the Notes to Consolidated Financial Statements).
The Company’s $14,375 Series E Convertible Exchangeable Preferred Stock is subject to quarterly 
dividend payments which at June 30, 1990, were not restricted by the Company’s Revolving Credit 
Agreement. For the period from March 31, 1990 (stock issue date), to June 30, 1990, dividends o f 
$812,000 were incurred.
The Company’s 1985 common stock share repurchase program was reactivated in the fourth 
quarter o f fiscal 1990 because management believes the stock is undervalued. Through June 30, 
1990, 165,200 shares of common stock were repurchased at an average price of $4.89 per share. Of 
the 2,000,000 shares authorized to be repurchased in 1985, a total o f 1,185,712 shares had been 
repurchased as o f June 30, 1990.
NEWELL CO, DECEMBER 31, 1989
Management’s Discussion and Analysis o f Results o f Operations and Financia l Condition
• •••
Liquidity and Capital Resources
Funds From  Operations. The Company’s operations have been the principal source o f funds 
during 1989 for acquisitions, investments and other corporate requirements. Short-term and 
revolving credit financing arrangements, stringent working capital controls, and the divestiture of 
operations that do not fit the Company’s strategy have provided the other major sources.
Cash provided from operations in 1989 was $113.8 million, a decrease o f $50.1 million from 
$163.9 million in 1988. Although net income increased $24 million from 1988 and depreciation and 
amortization remained relatively constant, approximately $11 million o f income was noncash in 
1989 (including a $3.4 million net deferred tax benefit) while deferred taxes and other items 
amounted to $9 million o f noncash expense in 1988. Also, the $54 million reduction in net current 
assets that occurred in 1988 was followed by a minimal increase in 1989.
During the fourth quarter o f 1989, the Company completed the sale o f its Carr-Lowrey specialty 
glass container business and its William E. Wright/Boye Needle home sewing notions business. The 
net cash inflow o f approximately $63 million was used to retire debt.
Working Capital and Liquidity. The Company’s credit facilities consist of $94.0 million in short­
term lines and a $250 million revolving credit term loan agreement with six banks. A t December 31, 
1989, $304.7 million o f these facilities were available for use. The Company believes that cash 
provided from operations and currently available borrowing facilities will continue to provide adequate 
support for the capital requirements o f existing businesses.
The current ratio in 1989 decreased to 1.65:1 from 1.74:1 in 1988. Working capital increased to 
$149.4 million in 1989 from $142.0 million in 1988.
In January 1990, the Company received approximately $48 million gross proceeds from the sale 
o f its investment in Vermont American Corp. The proceeds were used to reduce debt, including the 
entire amount in current notes payable at December 31, 1989.
The total debt to equity ratio improved to .33:1 at December 31, 1989 from .38:1 at December 31, 
1988 and .71:1 at December 31, 1987.
The Company increased retained earnings in 1989, 1988 and 1987 by $60.3, $39.0 and $22.4 million, 
respectively, while maintaining an average dividend payout ratio to common stockholders of 
approximately 30%. The annual dividend per common share increased from $.210 in 1987 to $.275 
in 1988 to $.425 in 1989. The Company increased its quarterly cash dividend to $.0625 per share on 
February 10, 1988 to $.075 per share on August 29, 1988, to $.095 per share on February 14, 1989, 
to $.11 per share on August 15, 1989, and to $.125 per share on November 15, 1989.
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DIVISION INTO THREE OR MORE CATEGORIES
INSILCO CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations.
• •••
Liquidity and Capital Resources
The Company meets its cash needs with cash generated from operations, asset sales, and collection 
o f certain housing receivables, as supplemented by borrowings under its Bank Credit Agreement 
revolving credit and letter o f credit facilities. Currently, its major use o f cash, other than to meet 
operating expenses, is for cash interest expense. Its other uses o f cash include capital expenditures 
and environmental remediation expenditures.
In order to generate funds sufficient to service its indebtedness, finance capital expenditures 
necessary or desirable for the maintenance or growth o f its businesses and meet its other cash 
needs, and to enhance stockholder values, the Company will have to improve its operating results. 
The Company expects to achieve this goal through growth in its existing business units and by 
improving its operating margins (earnings before interest and taxes as a percentage o f sales) over 
time, primarily through reductions in manufacturing and other expenses. The extent to which the 
Company will be able to achieve growth and improve operating margins will depend upon a number 
o f factors beyond the ability o f the Company to control. These include, among others, fluctuations 
in demand for the products o f the original equipment manufacturers in the automotive, computer, 
defense and electronics industries to whom the Company supplies component parts as well as fluctua­
tions in demand for the consumer products sold by the Company. Such fluctuations may affect both the 
Company’s volume of sales in its various product lines and the prices at which such products are sold.
Asset sales during 1989 and the first quarter o f 1990 contributed to the Company’s ability to 
prepay $91,091,000 o f Bank Credit Agreement debt that would otherwise have become due in the 
years 1990-1996. As a result, the Company’s cash needs during these years have been reduced by 
that amount and the amount o f interest that would otherwise have become payable thereon. These 
asset sales were made at prices the Company considers to be favorable. Recent developments in the 
public and private credit markets, however, when coupled with concerns about a possible general 
economic downturn or recession and the current downward pressures on demand and prices in certain 
o f the Company’s markets, suggest that the sales prices the Company might receive currently for its 
businesses may be materially less than could be achieved in the future. The current economic conditions 
have led management to believe that the net realizable value o f the Company’s assets on a current 
sale basis might be insufficient to satisfy all the claims o f its creditors i f  all such claims were to 
become immediately due and payable. Management believes, however, that the Company will continue 
to be able to pay its debts as they normally mature and become due and to comply with the financial 
maintenance tests and other covenants in its Bank Credit Agreement, indentures and debt instruments 
noncompliance with which could result in an acceleration o f its long-term indebtedness.
I f  current economic trends continue or worsen, the Company may not be able to achieve its 
desired level o f cash flow  from operations. In that event, it may be required, or elect, to take actions 
that would not ordinarily be considered desirable. Such actions might be required, for example, in 
order for the Company to maintain one or more o f the financial ratios its lending banks require it 
to maintain. Such actions could include further cost reduction measures beyond those that might 
otherwise be taken, dispositions o f assets, external financings or a combination o f these or other 
actions.
The following is a discussion o f factors that have affected or are expected in the future to affect 
the Company’s financial position.
Cash Provided by Operations. Cash provided by operations was $47,512,000 in 1989 compared 
to $12,357,000 in 1988. The additional cash provided in 1989 is attributable to the following: (1) An 
increase in the Company’s operating income (before depreciation) o f $18,530,000; (2) The tax net 
operating loss position o f the Company in 1989 which has resulted in net collections o f tax refunds 
o f approximately $7,300,000 in 1989 compared to tax payments o f approximately $8,000,000 in 
1988; (3) An improvement in the management o f inventories, receivables, payables and other items 
o f approximately $22,514,000; and (4) Cash used by operations in 1988 included other expense of 
$28,807,000 compared to other income o f $1,681,000 in 1989 (the 1988 use was primarily due to non­
recurring fees and expenses). A ll o f these improvements were offset by an increase in the cash paid
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for interest o f approximately $51,677,000. The significant improvement in the management o f 
working capital in 1989 is not expected to recur in future years.
Cash From Investing Activities. During 1989 the Company sold its investment in LPL Investment 
Group Inc., the business and certain assets o f Red Devil and its Nationwide Homes, Incorporated 
subsidiary and certain other assets for total net cash proceeds o f $74,399,000. Additionally, during 
the first quarter of 1990, the Company sold certain assets, including Dual-Lite and Valentec Pohlman 
In c ., for total net cash proceeds of $59,550,000. These proceeds contributed to the Company’s ability to 
make prepayments on its term loan totalling $121,091,000. According to the terms o f the Company s 
Bank Credit Agreement, the prepayments on the term loan were first applied to the scheduled 
payments due in 1989 and 1990, and then applied ratably to the remaining semi-annual scheduled 
payments due through 1996. As a result, the Company has prepaid the entire amount due under the 
term loan through 1990 and ratably reduced future years’ payments.
During 1989 the Company experienced net collections of $22,079,000 from its housing receivables 
and repurchased certain housing receivables totaling $9,053,000. The Company has a remaining 
contingent obligation of approximately $19,947,000 to repurchase additional receivables. To  support 
such obligations, a letter o f credit facility has been established. The obligation will expire on 
May 31, 1990.
Cash From  Financing Activities and Long-Term Debt and Other Obligations. Total debt at 
December 31, 1989 was $784,420,000 compared to $823,724,000 at December 31, 1988. During the 
first quarter o f 1989 the Company refinanced its bridge debt relating to the Acquisition o f 
$405,000,000 with long-term debt financing o f $405,000,000 and also received $35,000,000 proceeds 
from the sale o f warrants. Additionally, the Company borrowed $34,000,000 under its credit facilities. 
The additional proceeds from the borrowings and warrants were primarily used to pay certain obliga­
tions to former equity holders of the Predecessor and payment of Acquisition-related expenses totaling 
$71,231,000. A t December 31, 1989 such remaining liabilities were approximately $5,905,000.
In addition  to long-term  debt, the Company had approxim ately $87,857,000 o f 
other long-term obligations at December 31, 1989, which primarily consist o f estimates for contingent 
obligations related to environmental remediation activities, post-retirement benefits and other 
matters, as well as obligations for various deferred compensation programs.
Interest Requirements. As a result o f the substantial indebtedness incurred to finance the 
Acquisition, the Company has experienced increased cash requirements to service its debt obligations. 
It is estimated that in 1990 interest expense will approximate $115,605,000 compared to 
$122,317,000 in 1989. Included in the 1990 and 1989 amounts is approximately $27,397,000 and 
$21,981,000, respectively, o f interest on discounted notes that w ill not be payable in cash until 
periods subsequent to January 15, 1992; $6,925,000 and $6,110,000, respectively, o f interest accretion on 
other obligations that is also not currently payable in cash; and $3,770,000 and $3,878,000, respectively, 
o f amortization o f debt issuance costs for which cash was utilized in a prior period.
Capital Expenditures Capital expenditures during 1989 were $12,528,000. Capital expenditures 
under the Company’s Bank Credit Agreement were limited to $15,000,000. The Company is limited to 
$18,472,000 o f capital expenditures in 1990, which includes a carryover o f the 1989 shortfall. In 
1991, 1992, 1993, and 1994, permitted capital expenditures will be limited to $18,500,000, 
$21,000,000, $22,500,000, and $24,000,000, respectively, and the limit will be raised $2,000,000 each 
year thereafter.
Although the Bank Credit Agreement restriction on capital expenditures may constrain the 
operation o f the Company’s businesses, the Company does not expect that the restriction will 
adversely affect its ability to meet its future operating goals. The Company expects to finance its 
future capital expenditures from internally generated funds.
Dividends. Payment o f dividends is prohibited by the Bank Credit Agreement.
Seasonality. Taylor’s yearbook publishing business is seasonal, with the majority o f sales occurring 
in the second and third quarters o f the year. This seasonality is partially mitigated by requiring customer 
deposits.
Sales and operating income for the metal parts segment may increase or decrease from period 
to period as a result o f the commencement o f new contracts and the completion or non-renewal o f 
existing contracts with the United States Department o f Defense.
Recent Financial Accounting Standards Board Pronouncements In December 1987, the Financial 
Accounting Standards Board issued a pronouncement that required a change in method of accounting 
for income taxes effective January 1, 1990. The effective date o f the pronouncement has been 
delayed until January 1, 1992, and it is uncertain as to what changes may be made to the original 
pronouncement. The Company has therefore not adopted the new rules. Assuming significant
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changes are not made to the pronouncement, it is not expected that adoption will have a material 
effect on the results o f operations or financial position o f the Company.
Impact of Inflation and Changing Prices. Inflation and changing prices have not significantly 
affected the Company’s operating results or markets.
Liquidity. A t December 31, 1989 the Company has substantial sources o f liquidity. Cash and 
cash equivalents amounted to $32,971,000 and other current assets exceeded current liabilities 
providing an additional $35,470,000 in working capital. Additionally, no borrowings were outstanding 
under the Company’s revolving credit facility for which the total borrowing base availability was 
$74,876,000.
Although substantial liquidity exists at December 31, 1989, there can be no assurances the 
liquidity will exist in the future due to the substantial interest, debt and other long-term obligations 
o f the Company that w ill require cash in the future.
PHILIP MORRIS COMPANIES INC., DECEMBER 31, 1989
Management’s Discussion and Analysis of Financial Condition and Results of Operations
• • • •
Financial Review 
Cash Provided and Used:
Net Cash Provided by Operating Activities
Cash provided by operating activities decreased from 1988 by $1.4 billion (27.3%). The decrease 
is related to the large amount of cash provided by working capital items in 1988, which was generated 
principally by a designed reduction o f accounts receivable and increase in accounts payable, as well 
as an increase in accrued liabilities. This increased cash flow  was used to fund part o f the Kraft 
acquisition. Net cash used for working capital in 1989 was principally due to the reversal o f the 
amount provided in 1988. Partially offsetting the change in cash attributable to working capital 
items was an increase o f $978 million (28.5%) in other operating cash flows, attributable primarily 
to higher earnings.
In 1988, cash provided by operating activities increased from 1987 by $2.1 billion (73.5%) due 
primarily to the increased cash provided by working capital items in 1988 and to an increase o f $398 
million in other operating cash flows, attributable primarily to higher earnings.
The company expects that cash from operations and available credit facilities will continue to 
be sufficient to meet the future needs o f the business.
Net Cash Used in Investing Activities
In 1989, cash provided by investing activities included $992 million received from the divestiture of 
the company’s equity investment in Rothmans and several food operations.
Capital expenditures were $1.2 billion in 1989, approximately 59% of which related primarily 
to expansion and modernization o f manufacturing and processing facilities o f food operations. The 
$222 million (21.7%) increase in capital expenditures over 1988 was due primarily to the inclusion 
o f Kraft for a full year in 1989. In 1988, capital expenditures increased $306 million over 1987 due 
primarily to expansion of manufacturing facilities related to new product lines. Capital expenditures are 
estimated to be $1.4 billion in 1990 and a total o f $5.0 billion for the four-year period 1991-1994, o f 
which approximately $800 million and $3.0 billion, respectively, are projected for food operations.
In 1989, the company invested $484 million in finance assets as compared with $481 million in 
1988 and $624 million in 1987. Leasing investments accounted for 65%, 38% and 46% o f these 
amounts, respectively.
In 1988, the company paid $11.4 billion for the purchase o f Kraft, net o f $866 million o f acquired 
cash. In 1989, the company paid an additional $388 million for previously untendered shares o f 
Kraft common stock.
Net Cash Provided by (Used in) Financing Activities
Consumer Products Debt. During 1989, total consumer products debt decreased by $1.6 billion. 
The decrease represented $4.0 billion of debt repayments and currency translation of $62 million, 
partially offset by $2.5 billion o f domestic debt issued to refinance commercial paper and bank 
borrowings arising from the acquisition o f Kraft.
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At December 31, 1989, consumer products commercial paper borrowings were $6.1 billion, and 
interest rate swaps with weighted average maturity o f 1.6 years provided a weighted average fixed 
interest rate o f 9.29% on $2.0 billion o f these borrowings. In addition, interest rate protection 
agreements with a weighted average maturity o f 1.5 years provided protection levels ranging from 
9.25% to 9.50% on $1.0 billion o f such borrowings. The company expects to continue to refinance 
long-term and short-term debt from time to time. The nature and amount of the company’s long-term 
and short-term debt and the proportionate amount o f each can be expected to vary from time to 
time as a result o f business requirements, market conditions and other factors.
A t December 31 , 1989, the company’s ratio o f consumer products debt to total equity was 1.56, 
down from 2.14 at December 31, 1988. A t December 31, 1989, approximately 59% o f the consumer 
products debt was fixed rate debt, approximately 34% was fully sensitive to interest rate fluctuations 
and approximately 7% was sensitive to interest rate fluctuations up to protection levels provided by 
interest rate protection agreements. The average interest rate on total consumer products debt was 
approximately 9.5% during 1989 and approximately 8.5% at year-end 1989. The difference reflects the 
decrease in commercial paper rates during the fourth quarter of 1989. At December 31, 1988, approxi­
mately 48% of the consumer products debt was fixed rate debt, approximately 36% was fully sensitive 
to interest rate fluctuations and approximately 16% was sensitive to interest rate fluctuations up to pro­
tection levels provided by interest rate protection agreements. The average interest rate on total con­
sumer products debt was approximately 9.5% during 1988 and approximately 9.4% at year-end 1988.
During 1988, total consumer products debt increased by $10.1 billion, which represented $10.0 
billion o f debt issuances and $.9 billion of Kraft debt assumed at acquisition, partially offset by $.9 
billion o f debt repayments, as well as foreign currency translation.
During 1987, total consumer products debt decreased by $534 million, which represented $1.4 
billion o f debt repayments, partially offset by $484 million o f debt issuances. Foreign currency 
translation increased total consumer products debt by $335 million.
Financial Services and Real Estate Debt
During 1989, financial services and real estate total debt increased by $34 million, which 
represented commercial paper issuances o f $60 million, partially offset by debt repayments o f $20 
million and currency translation.
During 1988, financial services and real estate total debt increased by $126 million, which 
represented debt issuances o f the equivalent o f $201 million o f foreign currency denominated debt, 
partially offset by debt repayments o f $52 million.
In 1987, financial services and real estate total debt increased by $238 million, which 
represented $547 million of debt issuances, partially offset by debt repayments of $482 million. Foreign 
currency translation increased financial services and real estate total debt by $160 million in 1987.
Total Debt
A t December 31, 1989, the company’s total debt-to-equity ratio was 1.72, down from 2.34 at 
December 31, 1988. Total debt was $16.4 billion at December 31, 1989, compared with $17.9 billion 
at December 31, 1988.
The company’s percentages o f interest sensitive debt and average interest rates for 1989 and 
1988 relative to total debt were approximately the same as those previously discussed for consumer 
products debt.
A t December 31, 1989, the company’s credit facilities, which amounted to approximately $13.8 
billion, were unused. These facilities were used to support the company’s commercial paper bor­
rowings. The company’s credit facilities include a $12.0 billion revolving bank credit facility expiring 
in 1993.
The company maintains ‘ A -1/P-2”  credit ratings in the commercial paper market and “A/A3” 
credit ratings for long-term obligations, as compared with ratings o f “A-1/P-2”  and “A/Baa 1,”  
respectively, at December 31, 1988.
The company continually monitors its foreign currency exposure. It acts to manage such exposure, 
when deemed prudent, through various hedging transactions. Foreign currency denominated debt 
for which the company has not entered into currency swap agreements is maintained primarily to 
hedge the currency exposure o f its net investments in foreign operations.
Equity and Dividends
On November 29, 1989, the company announced its intention to expend up to $1.5 billion to repur­
chase common stock from time to time during the next two years. Purchases w ill be made in open
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market transactions at prevailing prices. Reacquired shares will become treasury shares to be reis­
sued under employee benefit plans or used for other corporate purposes. In January 1990, the com­
pany commenced the program and repurchased 1.8 million shares at an aggregate cost o f $69 
million.
Dividends paid in 1989 increased 23.0% over 1988, reflecting the increase in dividends declared 
to $1.25 per share in 1989 from $1.01 per share in 1988. The quarterly dividend rate established in 
August 1989 was at an annual rate o f $1.375 per share, an increase o f 22.2% over the annual rate o f 
$1.125 established in August 1988. Return on average stockholders’ equity was 34.2% in 1989 and 
32.2% in 1988.
RALSTON PURINA COMPANY, SEPTEMBER 30, 1989 
Financia l Review
• • • •
Liquidity and Capital Resources
Operations and Sources o f Liquidity. Cash flow  from continuing operations, which is the 
Company’s primary source o f liquidity, was $446.0 million in 1989 compared to $553.6 million in 
1988. This measure was determined in accordance with FASB Statement No. 95 ‘‘Statement o f Cash 
Flows”  which was adopted by the Company in fiscal 1988. As permitted by the Statement, prior 
year cash flow  information presented in the Consolidated Statement o f Changes in Financial 
Position on page 19, including cash flow  from continuing operations o f $397.5 million in 1987, was 
not restated.
The Company’s working capital (current assets less current liabilities) was $505.2 million at 
September 30 , 1989 compared to $612.7 million and $295.6 million at September 30 , 1988 and 1987. 
The working capital ratio was 1.4 to 1 at the end o f 1989 compared to 1.6 to 1 and 1.3 to 1 at the end 
of 1988 and 1987, respectively. A t September 30, 1989, current liabilities included $76.4 million of 
current maturities o f long-term debt relating to 12% notes due 1994, on which the Company had 
exercised early redemption provisions. At September 30, 1988, current assets included $152.1 million 
net assets o f discontinued seafood operations. Financial flexibility and liquidity are also provided 
by $380.6 million o f cash and cash equivalents at September 30, 1989.
The Company’s working capital requirements for inventories and receivables are influenced by 
changes in raw material costs, the availability o f raw materials and seasonality, and, as a result, may 
fluctuate widely. The Company has traditionally used short-term debt to finance these seasonal 
and other working capital requirements and from time to time to finance capital expenditures on 
a temporary basis. Bank lines o f credit are maintained which provide future credit availability and 
support the sale o f commercial paper. Payment for lines o f credit is effected primarily through fees. 
On September 30, 1989, the total unused lines o f credit were $275.0 million. In October 1989, the 
Company issued $200.0 million principal amount o f 9.25% bonds due 2009 from its current shelf 
registration. Following this issue, the Company has available for issuance approximately an additional 
$100 million in principal amount o f debt securities under the shelf registration.
Investing Activities. During the three year period ended September 30, 1989, the Company 
generated a significant source o f cash through the disposition o f businesses, including Van Camp 
($260.0 million) in 1989, and Purina Mills ($364.5 million), and Drake Bakeries ($151.6 million) in 
1987. In 1989, the acquisition o f a French-based battery products business represented a significant 
investment.
Capital expenditures for new facilities and improvements were $221.6 million, $224.4 million, 
and $196.9 million in fiscal years 1989, 1988, and 1987, respectively. Depreciation aggregating 
$548.3 million in the three years ended September 30, 1989 represented 85% of the reinvested capital 
in property during the period. Capital expenditures are expected to be approximately $330 million 
in 1990. The Company anticipates that the necessary funds for capital expenditures will be derived 
from operations.
On November 3, 1989, the Company acquired the assets and assumed certain liabilities o f the 
Beech-Nut baby food business from affiliates o f Nestle Enterprises, Inc. The acquisition is not 
expected to have a significant impact on the financial position o f the Company.
Financing A ctivities  Long-term financings are arranged as determined necessary to meet the 
Company’s capital or other requirements, with the timing o f issue, principal amount and form
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depending on the prevailing securities markets and general economic conditions. The Company 
received $39.6 million and $149.4 million in proceeds from new debt issuances in 1989 and 1988, 
respectively. In addition, the Company received $500.0 million in proceeds from the issuance o f 
preferred stock to the Company-sponsored leveraged ESOP. The ESOP funded the purchase o f the 
preferred stock through the issuance o f $500.0 million principal o f fixed rate funds. The debt is 
guaranteed by the Company and is included in the consolidated balance sheet.
Long-term debt as a percentage of total capitalization was 67.5% at September 30, 1989 compared 
to 57.7% at the end o f 1988, and 59.3% at the end o f 1987 on a historical cost basis. On a current 
equity market basis, long-term debt as a percentage o f total capitalization is approximately 24% at 
September 30, 1989 compared to 21% at September 30, 1988. For purposes of these ratios, the guarantee 
o f the ESOP debt is treated as long-term debt and redeemable preferred stock and related unearned 
compensation are treated as capital. These ratios also reflect early retirements of higher rate long-term 
debt in 1989 and 1987, and common stock repurchases in all three years. An additional source o f 
funds in 1987 resulted from the execution o f an interest rate swap transaction intended to protect 
the Company’s short-term cash and marketable securities position.
The Company returned a significant amount o f cash to its common shareholders during the 
three years ended September 30 , 1989 through common stock dividends and common stock repur­
chases. These outflows totaled $578.1 million and $101.1 million for common stock repurchases and 
dividends, respectively, in 1989 compared to $178.7 million and $99.2 million in 1988, and $492.5 
million and $87.5 million in 1987. As o f November 16, 1989, 1,430,863 shares o f the current Board 
o f Directors’ authorization for the purchase o f up to two million shares remain outstanding.
Inflation. Management recognizes that inflationary pressures may have an adverse effect on 
the Company through higher asset replacement costs and related depreciation and higher material 
costs. The Company attempts to minimize these effects through cost reductions and productivity 
improvements as well as price increases to maintain reasonable profit margins. However, it is 
management’s v iew  that inflation has not had a significant impact on operations in the three years 
ended September 30, 1989.
SPX CORPORATION, DECEMBER 31, 1989
Management’s Discussion and Analysis o f Financia l Condition and Results o f Operations 
Partnership Transaction
On May 30, 1989, the Company contributed its Sealed Power, Contech, Filtran and Hy-Lift divisions 
(the ‘‘discontinued operations” ) to a newly created limited partnership, Sealed Power Technologies 
Limited Partnership (the “ Partnership” ), in which the Company maintained a 49% interest. The 
discontinued operations design and manufacture engine parts, castings and filters for original 
equipment manufacturers and the aftermarket. The Partnership obtained $251 million o f financing 
on the basis o f the contributed assets through a combination o f bank debt and a public offering o f 
subordinated debt. This financing is non-recourse to the Company. Of the loan proceeds received 
by the Partnership, $245 million was distributed to the Company. In the accompanying consolidated 
financial statements, the operations contributed to the Partnership have been treated as discontinued 
operations and the gain from this transaction has been separately disclosed.
The Company used the $245 million distribution from the Partnership to pay a special dividend 
on May 30 , 1989 o f $13 per share to the shareholders o f the Company’s common stock. The balance 
o f the distribution, approximately $69 million, was used to retire existing debt o f the Company.
• • • •
1989 Compared to 1988—Continuing Operations
Working Capital. Working capital was $186.1 million at the end of 1989 compared to $217.9 million 
at the end o f 1988. Net accounts receivable were comparable between years. Inventories increased 
approximately $12.5 million, primarily related to the Refrigerant Recovery and Recycling system
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and state gas emissions units for 1990, and some buildup o f the Aftermarket Repair Component 
business inventory due to reduced sales late in the year. Accounts payable increased approximately 
$25.5 million due to timing o f vendor purchases at year-end and an $11 million payable on the repur­
chase o f treasury stock. Notes payable and current maturities of long-term debt increased substantially, 
$26.2 million, as the Company has decided to finance a portion o f its working capital requirements 
with short term borrowings.
The Company believes that its current working capital levels are adequate to support the antici­
pated business volume for 1990.
Property, Plant, and Equipment Expenditures. Capital expenditures were $41.0 million in 1989 
compared to $17.6 million in 1988. This significant increase was primarily attributable to construction 
o f three manufacturing facilities.
The Company has a capital expenditure plan for 1990 approaching $30 million which includes 
the completion o f these facilities. In addition, the Company expects to spend approximately $6 million 
in 1990 on major computer software programs for its diagnostic instrument line for 1991 and thereafter.
Capitalization. The Company’s capitalization is as follows: [A table that follows in  the orig ina l 
is omitted here.]
Long-term debt and convertible debt decreased approximately $127.0 million, primarily as a 
result of the Partnership transaction (see above) and the conversion o f the convertible debt. Long-term 
debt—ESOP guarantee results from the Company’s guarantee o f the borrowings o f the ESOP trust, 
established in June 1989. A t the close o f 1989, the Company had available unused lines o f revolving 
credit aggregating $92 million.
Deferred taxes increased significantly due to the deferred taxes provided on the gain from the 
contribution o f the net assets o f the discontinued operations to the Partnership. Shareholders’ 
equity—net decreased primarily due to the special dividend payment ($176 million) and the 
ESOP—unearned shares balance ($49.5 million) in equity related to unallocated shares in the ESOP 
trust which was only partially offset by 1989 earnings and the net gain on the Partnership transaction 
($50.7 million).
Cash Flo w. Cash flow, summarized to highlight significant items, is as follows: [A table that follows 
in  the orig ina l is omitted here.]
During 1989, the Company invested heavily in working capital, primarily inventory, and in 
property, plant, and equipment. These investments were made in anticipation o f significant 1990 
sales opportunities including the Refrigerant Recovery and Recycling system and gas emissions 
units, as well as added plant capacity to support future growth in the Specialty Repair Tools and 
Diagnostic Instruments sector and the Industrial Products sector. These investments were financed 
through a combination o f operations, borrowings and proceeds from the sale o f non-strategic 
business units.
For 1990, the Company will continue a relatively strong capital expenditure program and product 
development programs to support future growth. Management believes that a combination o f cash 
flow from operations and working capital management will be used to fund these investment needs.
1988 Compared to 1987—Continuing Operations
• • ••
Working Capital. Working capital was $217.9 million at the end of 1988 compared to $148.0 million 
at the end o f 1987. This increase is primarily attributable to the purchase o f Bear during 1988. Other 
components of working capital were relatively comparable between years, except for the $10.4 million 
decrease in income taxes payable. This decrease was a result o f more timely payments in 1988 compared 
to 1987. At the close of 1988, the Company had available unused lines of revolving credit aggregating 
$69 million.
Property, Plant, and Equipment Expenditures. Capital expenditures were $17.6 million in 1988 
compared to $19.3 million in 1987. For both years, these capital expenditures were at levels to 
support the ongoing capital requirements o f the Company.
Capitalization. The Company’s debt to total capitalization ratio increased to 39.9% at the end 
o f 1988 compared to 32.3% at the end o f 1987. This is primarily attributable to the purchase o f Bear 
($72.9 million).
Cash Flow. During 1988, the Company purchased Bear and made moderate investments in 
working capital and capital expenditures. The purchase o f Bear was financed through an increase
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in long term debt, while the investment in working capital and capital expenditures was funded 
through cash flows from both continuing and discontinued operating activities. [A table that follows 
in  the orig ina l is omitted here.]
TRITON ENERGY CORPORATION, MAY 31, 1990
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations 
Liquidity and Capital Resources
General. In order to fund its exploration, development, and other activities, the Company has 
utilized internal sources o f funds and various methods o f external financing, including offerings of 
its securities and offerings o f securities o f its principal foreign subsidiaries and affiliates. Although 
financings by foreign subsidiaries and affiliates have been beneficial with respect to the growth and 
development of those entities and, correspondingly, to the parent company as their major shareholder, 
the resulting structure has limited the Company’s ability to direct excess cash flow  generated from 
one country to another and to recoup fully either its investment in foreign subsidiaries and affiliates or 
the costs o f technical support services provided by the Company. In addition, under the terms of 
certain existing loans, there are restrictions on the transfer o f funds from certain subsidiaries to the 
parent company by way o f dividends, loans or advances.
Restructuring. During fiscal 1990, the Company made or initiated several strategic changes 
with regard to its organizational structure and lines o f business. In February, 1990, the Company 
engaged an investment banker to sell all or part o f its investment in Triton Europe, a 59.5% owned 
subsidiary. Although the sale o f the Company’s investment in Triton Europe’s shares did not materialize, 
definitive agreements are not in place to sell substantially all o f the United Kingdom North Sea 
properties for $61 million, subject to certain conditions, and The Netherlands North Sea properties 
for $3.8 million. The proceeds from these transactions will be principally used to repay existing Triton 
Europe indebtedness. It is presently anticipated that these sales will be closed in September 1990.
In July 1990, the Company announced the restructuring o f its domestic operations, including 
the sale o f most o f its FBOs, the liquidation o f a marketable securities portfolio and the sale of 
certain domestic oil and gas properties and other assets.
In August 1990, the Company’s 95% owned subsidiary, Input/Output, filed a registration statement 
with the Securities and Exchange Commission in connection with an initial public offering of 
4,900,000 shares o f common stock. Of this amount, 3,200,000 shares are being offered by the Company 
at a price currently estimated to be between $9 and $11 per share. There is no assurance, however, 
that this offering will be consummated.
In addition, the Company recently effected a 20% reduction in its Dallas workforce as part o f 
the restructuring. Combined with expense reductions in subsidiary companies and outside vendors, 
ongoing general and administrative expenses are expected to be reduced by more than $3 million 
annually.
The proceeds from the asset sales will be used to retire existing debt and, to the extent available, 
redirected to various exploration and production activities. The Company w ill continue to review 
its lines o f operations and may divest additional assets which it feels are either unprofitable or not 
otherwise compatible with its corporate strategy. See, also, Part I, Item 1, “ Business—Recent 
Developments.”
Recent Developments. In June 1990, Triton Europe entered into an agreement whereby a group 
o f banks will provide a revolving credit facility o f up to $130 million and a conditional acquisition 
facility of up to $50 million. A  portion of the proceeds from the revolving facility were used to repay 
the outstanding balance under a previous credit facility with the remainder to be used for oil and 
gas exploration and development activities. The revolving facility currently has a borrowing base 
o f $102 million and an outstanding balance at August 25, 1990 o f $45 million. As previously discussed, 
proceeds from the sale o f the United Kingdom and The Netherlands North Sea properties w ill be 
applied to this balance.
In June 1990, the Company renegotiated its $10 million bridge facility with its agent bank to 
extend the maturity date o f the facility until December 31, 1990 or earlier upon demand. The bridge 
loan, which is fully outstanding, is secured by a pledge o f assets and a portion o f the proceeds from 
the sale o f the Company’s interest in Input/Output.
Also in June 1990, the Company’s $35 million domestic revolving credit facility reverted to a 
four year term loan with 16 quarterly installments beginning on September 30, 1990. As a result
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o f the planned divestitures, certain covenants o f the agreement were amended in August 1990 to 
enable the Company to remain in compliance. The Company intends to renegotiate this loan for the 
purpose o f converting it to a revolving credit facility. However, no assurance can be given that this 
w ill occur.
In August 1990, Triton A ir Holdings, Inc., a wholly-owned subsidiary, amended certain financial 
covenants in its loan with two domestic banks to enable it to remain in compliance with the terms 
o f the agreement. The terms o f this waiver include the requirement for the Company to repay this 
loan by December 31, 1990, with monthly $1 million payments beginning August 31, 1990 and the 
balance due at maturity. Such payments w ill be accelerated to the extent certain asset sales occur.
Cash Flow and Working Capital. In contrast to the prior year, substantially all of the Company’s 
investing activities during fiscal 1990 were funded by net cash from operating activities ($44.1 million), 
sale o f property and equipment ($45.1 million) and cash ($9.7 million). Long-term debt served as the 
principal source o f financing for investment activities during fiscal 1989 and 1988. Net working 
capital (which did not include marketable securities in fiscal 1989) was $42.6 million at May 31, 1989 
and $7.4 million at May 31, 1990; the current ratio was 1.6:1 and 1.1:1, respectively. The decrease 
in working capital during 1990 resulted primarily from an increase in short-term borrowings and 
current installments o f long-term debt, offset in part by the effect o f currently classified marketable 
securities and an increase in inventories.
Current Outlook. The Company’s total projected capital expenditures, including discretionary 
items, for fiscal 1991 approximate $85.3 million. Substantially all o f these expenditures will be dedicated 
to oil and gas exploration and development projects, consistent with the Company’s goal of redirecting 
resources into this area.
The Company’s 67% owned subsidiary, Tr iton Canada, may be required to redeem all or part o f 
the Series 1 senior preferred stock outstanding on February 1 , 1991 at C$10 per share. Based on the 
presently outstanding shares, this could result in a maximum requirement for C$11 million at that 
date. Based on current market conditions, the Company believes that its traditional sources o f funding, 
including cash flow  from operations, farmout opportunities, public and private debt or equity 
financings, asset sales and other sources will be adequate to continue its operations at current 
levels and to meet its planned capital expenditures, scheduled debt repayments and preferred stock 
redemption requirements during the next year. However, in contrast to prior years, the Company 
must rely on the sale of certain non-strategic assets for a substantial portion o f its near-term obligations. 
In line with this, the Company has pledged a portion of the proceeds from the sale of these non-strategic 
assets as repayment on certain bank debt. Additionally, in order to conduct an orderly sale o f these 
assets and to maximize proceeds from these sales, the Company may choose to incur additional debt 
by pledging other assets or to sell certain o f these other assets. As o f August 24, 1990, based on market 
quotations, the aggregate market value o f the Company’s investments in the publicly traded shares 
o f Triton Europe, Triton Canada, and Crusader approximated $228 million, o f which $165 million 
was pledged to secure $50 million o f outstanding borrowings under three facilities.
• • • •
WAUSAU PAPER MILLS COMPANY, AUGUST 31, 1989
Management’s Discussion and Analysis o f F inancia l Condition and Results o f Operations
• •••
Capital Resources and Liquidity
Long-Term Debt. The Company reported long-term debt o f $37.5 million at August 31, 1989, 
compared to $15.8 million at the end o f 1988 and $20.3 million at the end o f 1987. Long-term debt 
as a percentage o f total capitalization rose to 25% from 1988 and 1987 levels o f 15% and 21%, 
respectively. Due to capital spending, the Company initiated borrowing under its revolving credit 
facility agreement in 1989. As o f August 31, 1989, the Company has borrowed $22 million under this 
agreement, accounting for most o f the long-term debt increase. Current capital plans and cash 
projections indicate that total long-term debt will peak between $45 million and $50 million in 1990. 
Cash generated by operations is expected to decrease the debt burden in the latter part o f fiscal 1990, 
throughout 1991 and beyond.
90
Cash Provided by Operations. Cash provided by operations increased to $32.7 million in 1989, 
from $18.4 million and $19.4 million in 1988 and 1987, respectively. The increase in 1989 is due, in 
part, to higher product selling prices and tight control of operating expenses and working capital.
Capital Expenditures. The Company spent $57.5 million for capital improvements in fiscal 
1989. This amount represents record spending for the Company and compares to $15.5 million in 
1988 and $11.5 million in 1987. The Company plans to continue its active capital plan by spending 
approximately $78 million over the next two years.
A t the Brokaw Division, the pulp mill expansion has progressed slower than planned and is 
expected to cost approximately $26 million, up from earlier estimates o f $20 million. The increase 
is due primarily to recent escalations in the price o f stainless steel products and unexpected start-up/ 
design difficulties. Although initial output has been substantially below capacity, pulp mill production 
is expected to steadily increase during the first quarter o f fiscal 1990 and reach full capacity in the 
second quarter.
A t the Rhinelander Subsidiary, the new rewinder and new supercalender are installed and 
operational. Coupled with the No. 7 paper machine rebuild, these projects are expected to cost $40 
million (within the Company’s original budget for this project). Planned for completion in March 1990, 
this expansion w ill increase Rhinelander’s production capabilities by 25% and provide opportunity 
for additional sales during the second half of the fiscal year.
Financing. Strong operating profits are expected to continue to provide much o f the funding 
necessary for the Company’s capital expansion. The Company maintains a revolving credit facility 
agreement with two banks to provide up to $55 million of borrowings over the next two years. As 
o f August 31, 1989, $22 million was outstanding under this agreement. The Company expects to borrow 
an additional $15 million to $20 million under the agreement during fiscal 1990 to complete its capital 
plan. This would result in peak borrowings under the agreement o f $37 million to $42 million, well 
under the $55 million maximum. The revolving credit facility agreement converts to a four-year 
term loan on August 1, 1991 (or earlier, at the Company’s discretion) requiring annual payments of 
principal. The Company plans to retire its obligation under this agreement as sufficient funds 
become available. The Company is o f the opinion that sufficient amounts o f capital resources are 
available to achieve both short-term plans and long-term goals.
•  • • •
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APPENDIX A
ITEM 303 OF SEC REGULATION S -K
REGULATION S-K; SK
Title 17—Commodity and Securities Exchanges; Revised as o f April 1, 1988 
CHAPTER II—SECURITIES AND EXCHANGE COMMISSION
PART 229-STANDARD INSTRUCTIONS FOR FILING FORMS UNDER SECURITIES ACT OF 1933, 
SECURITIES EXCHANGE ACT OF 1934 AND ENERGY POLICY AND CONSERVATION ACT OF 
1975-REGULATION S-K
TEXT:
•  •  •  •
SECSK229.303 (Item 303) Management’s discussion and analysis o f financial condition and 
results o f operations.
(a) Full fiscal years. Discuss registrant’s financial condition, changes in financial condition 
and results o f operations. The discussion shall provide information as specified in paragraphs (a)
(1), (2), and (3) with respect to liquidity, capital resources, and results o f operations and also shall 
provide such other information that the registrant believes to be necessary to an understanding 
o f its financial condition, changes in financial condition and results o f operations. Discussions o f 
liquidity and capital resources may be combined whenever the two topics are interrelated. 
Where in the registrant’s judgment a discussion o f segment information or o f other subdivisions 
of the registrant’s business would be appropriate to an understanding o f such business, the discus­
sion shall focus on each relevant, reportable segment or other subdivision o f the business and on 
the registrant as a whole.
(1) Liquidity. Identify any known trends or any known demands, commitments, events, or 
uncertainties that w ill result in or that are reasonably likely to result in the registrant’s liquidity 
increasing or decreasing in any material way. I f  a material deficiency is identified, indicate the 
course o f action that the registrant has taken or proposes to take to remedy the deficiency. Also 
identify and separately describe internal and external sources o f liquidity, and briefly discuss any 
material unused sources o f liquid assets.
93
(2) Capital resources, (i) Describe the registrant’s material commitments for capital expenditures 
as o f the end o f the latest fiscal period, and indicate the general purpose o f such commitments 
and the anticipated source o f funds needed to fu lfill such commitments.
(ii) Describe any known material trends, favorable or unfavorable, in the registrant’s capital 
resources. Indicate any expected material changes in the mix and relative cost o f such resources. 
The discussion shall consider changes between equity, debt and any off-balance sheet financing 
arrangements.
(3) Results o f operations. (i) Describe any unusual or infrequent events or transactions or any sig­
nificant economic changes that materially affected the amount o f reported income from continuing 
operations and, in each case, indicate the extent to which income was so affected. In addition, 
describe any other significant components o f revenues or expenses that, in the registrant’s judg­
ment, should be described in order to understand the registrant’s results o f operations.
(ii) Describe any known trends or uncertainties that have had or that the registrant reasonably 
expects will have a material favorable or unfavorable impact on net sales or revenues or income 
from continuing operations. I f  the registrant knows o f events that w ill cause a material change 
in the relationship between costs and revenues (such as known future increases in costs o f labor 
or materials or price increases or inventory adjustments), the change in the relationship shall be 
disclosed.
(iii) To the extent that the financial statements disclose material increases in net sales or 
revenues, provide a narrative discussion o f the extent to which such increases are attributable 
to increases in prices or to increases in the volume or amount o f goods or services being sold or 
to the introduction o f new products or services.
(iv ) For the three most recent fiscal years o f the registrant, or for those fiscal years beginning 
after December 25, 1979, or for those fiscal years in which the registrant has been engaged in 
business, whichever period is shortest, discuss the impact o f inflation and changing prices on the 
registrant’s net sales and revenues and on income from continuing operations.
Instructions to Paragraph 303(a).
1. The registrant’s discussion and analysis shall be o f the financial statements and o f other 
statistical data that the registrant believes w ill enhance a reader’s understanding o f its financial 
condition, changes in financial condition and results o f operations. Generally, the discussion shall 
cover the three-year period covered by the financial statements and shall use year-to-year compari­
sons or any other formats that in the registrant’s judgment enhance a reader’s understanding. 
However, where trend information is relevant, reference to the five-year selected financial data 
appearing pursuant to Item 301 o f Regulation S-K (section 229.301) may be necessary.
2. The purpose o f the discussion and analysis shall be to provide to investors and other users 
information relevant to an assessment o f the financial condition and results o f operations o f the 
registrant as determined by evaluating the amounts and certainty o f cash flows from operations 
and from outside sources. The information provided pursuant to this Item need only include that 
which is available to the registrant without undue effort or expense and which does not clearly 
appear in the registrant’s financial statements.
3. The discussion and analysis shall focus specifically on material events and uncertainties 
known to management that would cause reported financial information not to be necessarily 
indicative o f future operating results or o f future financial condition. This would include descrip­
tions and amounts o f (A ) matters that would have an impact on future operations and have not 
had an impact in the past, and (B) matters that have had an impact on reported operations and 
are not expected to have an impact upon future operations.
4. Where the consolidated financial statements reveal material changes from year to year in 
one or more line items, the causes for the changes shall be described to the extent necessary to 
an understanding o f the registrant’s businesses as a whole; provided, however, that i f  the causes
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for a change in one line item also relate to other line items, no repetition is required and a line-by-line 
analysis of the financial statements as a whole is not required or generally appropriate. Registrants 
need not recite the amounts o f changes from year to year which are readily computable from the 
financial statements. The discussion shall not merely repeat numerical data contained in the consoli­
dated financial statements.
5. The term “ liquidity”  as used in this Item refers to the ability o f an enterprise to generate 
adequate amounts o f cash to meet the enterprise’s needs for cash. Except where it is otherwise 
clear from the discussion, the registrant shall indicate those balance sheet conditions or income 
or cash flow  items which the registrant believes may be indicators o f its liquidity condition. 
Liquidity generally shall be discussed on both a long-term and short-term basis. The issue o f 
liquidity shall be discussed in the context o f the registrant’s own business or businesses. For 
example, a discussion o f working capital may be appropriate for certain manufacturing, industrial, 
or related operations but might be inappropriate for a bank or public utility.
6. Where financial statements presented or incorporated by reference in the registration 
statement are required by section 210.4-08(e)(3) o f Regulation S-X [17 CFR Part 210] to include 
disclosure o f restrictions on the ability o f both consolidated and unconsolidated subsidiaries to 
transfer funds to the registrant in the form of cash dividends, loans or advances, the discussion 
o f liquidity shall include a discussion o f the nature and extent o f such restrictions and the impact 
such restrictions have had and are expected to have on the ability o f the parent company to meet 
its cash obligations.
7. Registrants are encouraged, but not required, to supply forward-looking information. This 
is to be distinguished from presently known data which w ill impact upon future operating 
results, such as known future increases in costs o f labor or materials. This latter data may be 
required to be disclosed. Any forward-looking information supplied is expressly covered by the 
safe harbor rule for projections. See Rule 175 under the Securities Act, Rule 3b-6 under the 
Exchange Act and Securities Act Release No. 6084 (June 25, 1979) (44 FR 38810).
8. Registrants are only required to discuss the effects o f inflation and other changes in prices 
when considered material. This discussion may be made in whatever manner appears appropriate 
under the circumstances. A ll that is required is a brief textual presentation o f management’s 
views. No specific numerical financial data need be presented except as Rule 3-20(c) o f Regulation 
S-X (section 210.3-20(c) o f this chapter) otherwise requires. However, registrants may elect to volun­
tarily disclose supplemental information on the effects o f changing prices as provided for in 
Statement o f Financial Accounting Standards No. 89, “ Financial Reporting and Changing 
Prices,”  or through other supplemental disclosures. The Commission encourages experimenta­
tion with these disclosures in order to provide the most meaningful presentation o f the impact 
o f price changes on the registrant’s financial statements.
9. Registrants that elect to disclose supplementary information on the effects o f changing 
prices as specified by SFAS No. 89, “ Financial Reporting and Changing Prices,”  may combine 
such explanations with the discussion and analysis required pursuant to this Item or may supply 
such information separately with appropriate cross reference.
10. A ll references to the registrant in the discussion and in this Item shall mean the registrant 
and its subsidiaries consolidated.
11. Foreign private registrants also shall discuss briefly any pertinent governmental economic, 
fiscal, monetary, or political policies or factors that have materially affected or could materially 
affect, directly or indirectly, their operations or investments by United States nationals.
12. I f the registrant is a foreign private issuer, the discussion shall focus on the primary financial 
statements presented in the registration statement or report. There shall be a reference to the 
reconciliation to United States generally accepted accounting principles, and a discussion o f any 
aspects o f the difference between foreign and United States generally accepted accounting
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principles, not discussed in the reconciliation, that the registrant believes is necessary for an 
understanding o f the financial statements as a whole.
(b) Interim periods. I f  interim period financial statements are included or are required to be 
included by Article 3 o f Regulation S-X, a management’s discussion and analysis o f the financial 
condition and results o f operations shall be provided so as to enable the reader to assess material 
changes in financial condition and results of operations between the periods specified in paragraphs 
(b)(1) and (2) o f this Item. The discussion and analysis shall include a discussion o f material 
changes in those items specifically listed in paragraph (a) o f this Item, except that the impact o f 
inflation and changing prices on operations for interim periods need not be addressed.
(1) Material changes in financial condition. Discuss any material changes in financial condition 
from the end o f the preceding fiscal year to the date o f the most recent interim balance sheet 
provided. I f  the interim financial statements include an interim balance sheet as o f the correspond­
ing interim date o f the preceding fiscal year, any material changes in financial condition from 
that date to the date o f the most recent interim balance sheet provided also shall be discussed. 
I f  discussions o f changes from both the end and the corresponding interim date o f the preceding 
fiscal year are required, the discussions may be combined at the discretion o f the registrant.
(2) Material changes in results o f operations. Discuss any material changes in the registrant’s 
results o f operations with respect to the most recent fiscal year-to-date period for which an 
income statement is provided and the corresponding year-to-date period o f the preceding fiscal 
year. I f  the registrant is required to or has elected to provide an income statement for the most 
recent fiscal quarter, such discussion also shall cover material changes with respect to that fiscal 
quarter and the corresponding fiscal quarter in the preceding fiscal year. In addition, i f the registrant 
has elected to provide an income statement for the twelve-month period ended as o f the date o f 
the most recent interim balance sheet provided, the discussion also shall cover material changes 
with respect to that twelve-month period and the twelve-month period ended as o f the correspond­
ing interim balance sheet date o f the preceding fiscal year. Notwithstanding the above, i f  for 
purposes o f a registration statement a registrant subject to paragraph (b) o f section 210.3-03 o f 
Regulation S-X provides a statement o f income for the twelve-month period ended as o f the date 
o f the most recent interim balance sheet provided in lieu o f the interim income statements other­
wise required, the discussion o f material changes in that twelve-month period will be in respect 
to the preceding fiscal year rather than the corresponding preceding period.
Instructions to Paragraph (b) o f Item 303.
1. I f  interim financial statements are presented together with financial statements for full 
fiscal years, the discussion o f the interim financial information shall be prepared pursuant to this 
paragraph (b) and the discussion o f the full fiscal year’s information shall be prepared pursuant 
to paragraph (a) o f this Item. Such discussions may be combined.
2. In preparing the discussion and analysis required by this paragraph (b), the registrant may 
presume that users o f the interim financial information have read or have access to the discussion 
and analysis required by paragraph (a) for the preceding fiscal year.
3. The discussion and analysis required by this paragraph (b) is required to focus only on 
material changes. Where the interim financial statements reveal material changes from period to 
period in one or more significant line items, the causes for the changes shall be described i f  they 
have not already been disclosed: Provided, however, that i f  the causes for a change in one line 
item also relate to other line items, no repetition is required. Registrants need not recite the 
amounts o f changes from period to period which are readily computable from the financial state­
ments. The discussion shall not merely repeat numerical data contained in the financial statements. 
The information provided shall include that which is available to the registrant without undue 
effort or expense and which does not clearly appear in the registrant’s condensed interim financial 
statements.
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4. The registrant’s discussion o f material changes in results o f operations shall identify any 
significant elements o f the registrant’s income or loss from continuing operations which do not 
arise from or are not necessarily representative o f the registrant’s ongoing business.
5. The registrant shall discuss any seasonal aspects o f its business which have had a material 
effect upon its financial condition or results o f operation.
6. Registrants are encouraged but are not required to discuss forward-looking information. 
Any forward-looking information supplied is expressly covered by the safe harbor rule for projec­
tions. See Rule 175 under the Securities Act, Rule 3b-6 under the Exchange Act and Securities 
Act Release No. 6084 (June 25, 1979) (44 FR 38810).
SOURCE: 47 FR 11401, Mar. 16, 1982, as amended at 47 FR 29839, July 9, 1982; 47 FR 54768, Dec. 
6, 1982; 52 FR 30919, Aug. 18, 1987
AUTHORITY: Secs. 7 and 19a o f the Securities Act, 15 U.S.C. 77g, 77s(a), 77aa(25)(26); secs. 12, 13, 
14, 15(d), and 23(a) o f the Securities Exchange Act o f 1934, 15 U.S.C. 781, 78m, 78n, 78o(d), 
78w(a), secs. 5(b), 10(a), 14, 20(a) o f the Public Utility Holding Company Act, 15 U.S.C. 79e(a), 79n, 
79t(a); secs. 8, 20, 30, 31(c), 38(a) o f the Investment Company Act o f 1940, 15 U.S.C. 80a-8, 
80a-20, 80a-29, 80a-30(c), 80a-37(a); secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 85; secs. 205, 209, 
48 Stat. 906, 908; sec. 301, 54 Stat. 857; sec. 8, 68 Stat. 685; sec. 1, 79 Stat. 1051; sec. 308(a)(2), 
90 Stat. 57; secs. 12, 13, 15(d), 23(a), 48 Stat. 892, 894, 895, 901; secs. 1, 3, 8, 49 Stat. 1375, 1377, 
1379; sec. 203(a), 49 Stat. 704; sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78 Stat. 565-568, 569, 570-574; 
secs. 1, 2, 82 Stat. 454; sec. 28(c), 84 Stat. 1435; secs. 1, 2, 84 Stat. 1497; sec. 105(b), 88 Stat. 1503; 
secs. 8, 9, 10, 18, 89 Stat. 117, 118, 119, 155; sec. 308(b), 90 Stat. 57; secs. 202, 203, 204, 91 Stat. 
1494, 1498, 1499, 1500; secs. 8 30, 31(c), 38(a), 54 Stat. 803, 836, 838, 841; 74 Stat. 201; 84 Stat. 
1415; 15 U.S.C. 77f, 77g, 77h, 77s(a), 781, 78m, 78o(d), 78w(a), 80a-8, 80a-29, 80a-30(c), 80a-37(a)
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APPENDIX B
SEC FINANCIAL REPORTING RELEASE NO. 36
Financial Reporting Release No. 36; FRR 36; SEC- FRR 36
Management’s Discussion and Analysis o f Financial Condition and Results o f Operations; Certain 
Investment Company Disclosures
TEXT:
AGENCY: Securities and Exchange Commission
ACTION: Interpretive release.
SUMMARY: The Commission today announced the publication o f an interpretive release 
regarding the disclosure required by Item 303 o f Regulation S-K, Management’s Discussion and 
Analysis o f Financial Condition and Results o f Operations ( “ MD&A” ). In addition to reporting 
the results o f the first two phases o f a continuing review project (the “ MD&A Project”  or the 
“ Project” ) undertaken by the staff o f the Division o f Corporation Finance (the “ Division” ), the 
release sets forth the Commission’s views regarding several disclosure matters that should be 
considered by registrants in preparing MD&As. Additionally, in discussing appropriate MD&A 
disclosure as to participation in high yield, highly leveraged or non-investment grade loans and 
investments, the release also sets forth the position o f the Commission concerning disclosures by 
investment companies which invest in, or are permitted to invest in, securities issued in highly 
leveraged transactions, even though investment companies are not subject to MD&A disclosure 
requirements.
DATE: May 18, 1989.
III. Evaluation o f Disclosure — Interpretive Guidance
A. Introduction
The MD&A requirements are intended to provide, in one section o f a filing, nl4 material 
historical and prospective textual disclosure enabling investors and other users to assess the
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financial condition and results o f operations o f the registrant, with particular emphasis on the 
registrant’s prospects for the future. As the Concept Release states:
The Commission has long recognized the need for a narrative explanation o f the financial 
statements, because a numerical presentation and brief accompanying footnotes alone may be 
insufficient for an investor to judge the quality o f earnings and the likelihood that past performance 
is indicative o f future performance. MD&A is intended to give the investor an opportunity to look 
at the company through the eyes o f management by providing both a short- and long-term analysis 
o f the business o f the company. The Item asks management to discuss the dynamics o f the business 
and to analyze the financials. nl5
As the Commission has stated, “ [i]t is the responsibility o f management to identify and 
address those key variables and other qualitative and quantitative factors which are peculiar to 
and necessary for an understanding and evaluation o f the individual company.”  nl6
The Commission has determined that interpretive guidance is needed regarding the following 
matters: prospective information required in MD&A; long- and short-term liquidity and capital 
resources analysis; material changes in financial statement line items; required interim period 
disclosure; MD&A analysis on a segment basis; participation in high yield financings, highly 
leveraged transactions or non-investment grade loans and investments; the effects o f federal finan­
cial assistance upon the operations of financial institutions; and preliminary merger negotiations.
B. Prospective Information
Several specific provisions in Item 303 require disclosure o f forward-looking information. 
MD&A requires discussions o f “ known trends or any known demands, commitments, events or 
uncertainties that w ill result in or that are reasonably likely to result in the registrant’s liquidity 
increasing or decreasing in any material way.”  nl7 Further, descriptions o f known material 
trends in the registrant’s capital resources and expected changes in the mix and cost o f such 
resources are required. nl8 Disclosure o f known trends or uncertainties that the registrant 
reasonably expects will have a material impact on net sales, revenues, or income from continuing 
operations is also required. nl9 Finally, the Instructions to Item 303 state that MD&A ‘‘shall focus 
specifically on material events and uncertainties known to management that would cause 
reported financial information not to be necessarily indicative o f future operating results or o f 
future financial condition.”  n20
The Project results confirm that the distinction between prospective information that is 
required to be discussed and voluntary forward-looking disclosure is an area requiring additional 
attention. This critical distinction is explained in the Concept Release:
Both required disclosure regarding the future impact o f presently known trends, events or 
uncertainties and optional forward-looking information may involve some prediction or projection. 
The distinction between the two rests with the nature o f the prediction required. Required 
disclosure is based on currently known trends, events, and uncertainties that are reasonably 
expected to have material effects, such as: A  reduction in the registrant’s product prices; erosion 
in the registrant’s market share; changes in insurance coverage; or the likely non-renewal o f a 
material contract. In contrast, optional forward-looking disclosure involves anticipating a future 
trend or event or anticipating a less predictable impact o f a known event, trend or uncertainty. n21 
The rules establishing a safe harbor for disclosure o f “ forward-looking statements”  define such 
statements to include statements o f ‘‘future economic performance contained in’’ MD&A. These 
safe harbors apply to required statements concerning the future effect o f known trends, demands, 
commitments, events, or uncertainties, as well as to optional forward-looking statements. n22 
A  disclosure duty exists where a trend, demand, commitment, event, or uncertainty is both 
presently known to management and reasonably likely to have material effects on the registrant’s 
financial condition or results o f operation. n23 Registrants preparing their MD&A disclosure should
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determine and carefully review what trends, demands, commitments, events, or uncertainties 
are known to management. In the following example, n24 the registrant discloses the reasonably 
likely material effects on operating results o f a known trend in the form o f an expected further 
decline in unit sales o f mature products.
While market conditions in general remained relatively unchanged in 1987, unit volumes 
declined 10% as the Company’s older products, representing 40% of overall revenues, continue to 
approach the end of their life cycle. Unit volumes of the older products are expected to continue to 
decrease at an accelerated pace in the future and materially adversely affect revenues and 
operating profits.
In preparing the MD&A disclosure, registrants should focus on each o f the specific categories 
o f known data. For example, Item 303(a)(2)(i) requires a description o f the registrant’s material 
“ commitments”  for capital expenditures as o f the end o f the latest fiscal period. However, even 
where no legal commitments, contractual or otherwise, have been made, disclosure is required if 
material planned capital expenditures result from a known demand, as where the expenditures are 
necessary to a continuation o f the registrant’s current growth trend. Similarly, if the same registrant 
determines not to incur such expenditures, a known uncertainty would exist regarding continuation 
o f the current growth trend. I f  the adverse effect on the registrant from discontinuation o f the 
growth trend is reasonably likely to be material, disclosure is required. Disclosure o f planned 
material expenditures is also required, for example, when such expenditures are necessary to 
support a new, publicly announced product or line o f business. n25
In the following example, the registrant discusses planned capital expenditures, and related 
financing sources, necessary to maintain sales growth.
The Company plans to open 20 to 25 new stores in fiscal 1988. As a result, the Company 
expects the trend of higher sales in fiscal 1988 to continue at approximately the same rate as in 
recent years. Management estimates that approximately $50 to $60 million will be required to 
finance the Company’s cost of opening such stores. In addition, the Company’s expansion program 
will require increases in inventory of about $1 million per store, which are anticipated to be 
financed principally by trade credit. Funds required to finance the Company’s store expansion 
program are expected to come primarily from new credit facilities with the remainder provided by 
funds generated from operations and increased lease financings. The Company recently entered 
into a new borrowing agreement with its primary bank, which provides for additional borrowings 
of up to $50 million for future expansion. The Company intends to seek additional credit facilities 
during fiscal 1988.
Often a matter which had a material impact on past operating results also involves prospective 
effects which should be discussed. n26 In identifying the reason for a material change in income 
from continuing operations and quantifying its effects, the registrant in the following example 
also describes the reasonably likely effect o f a known event: completion o f an important contract.
The Company produced operating income of $22 million during 1987 as compared to $15 million 
during 1986, a 47 percent increase. Substantially all of the 47 percent increase can be attributed 
to the Company’s completion of a major contract at a cost less than anticipated. It is expected that 
operating income during the current year will be significantly less, as only a portion of the profit 
generated by the completed contract is expected to be replaced by new contracts as a result of a 
slowdown within the Company’s principal industry.
Events that have already occurred or are anticipated often give rise to known uncertainties. 
For example, a registrant may know that a material government contract is about to expire. The 
registrant may be uncertain as to whether the contract w ill be renewed, but nevertheless would 
be able to assess facts relating to whether it w ill be renewed. More particularly, the registrant 
may know that a competitor has found a way to provide the same service or product at a price
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less than that charged by the registrant, or may have been advised by the government that the 
contract may not be renewed. The registrant also would have factual information relevant to the 
financial impact o f non-renewal upon the registrant. In situations such as these, a registrant 
would have identified a known uncertainty reasonably likely to have material future effects on 
its financial condition or results o f operations, and disclosure would be required.
In the following example, the registrant discloses the reasonably likely material effect o f a 
known uncertainty regarding implementation o f recently adopted legislation.
The Company had no firm cash commitments as of December 31, 1987 for capital expenditures. 
However, in 1987, legislation was enacted which may require that certain vehicles used in the 
Company’s business be equipped with specified safety equipment by the end of 1991. Pursuant to 
this legislation, regulations have been proposed which, if promulgated, would require the expen­
diture by the Company of approximately $30 million over a three-year period.
Where a trend, demand, commitment, event, or uncertainty is known, management must 
make two assessments:
(1) Is the known trend, demand, commitment, event, or uncertainty likely to come to fruition? 
I f management determines that it is not reasonably likely to occur, no disclosure is required.
(2) I f  management cannot make that determination, it must evaluate objectively the conse­
quences o f the known trend, demand, commitment, event, or uncertainty, on the assump­
tion that it will come to fruition. Disclosure is then required unless management determines 
that a material effect on the registrant’s financial condition or results o f operations is not 
reasonably likely to occur. n27
Each final determination resulting from the assessments made by management must be 
objectively reasonable, viewed as o f the time the determination is made. n28
Application o f these principles may be illustrated using a common disclosure issue which was 
considered in the review o f a number o f Project registrants: designation as a potentially responsible 
party ( ‘‘PRP’’) by the Environmental Protection Agency (the “ EPA’’) under The Comprehensive 
Environmental Response, Compensation, and Liability Act o f 1980 ( “ Superfund” ). n29
Facts: A  registrant has been correctly designated a PRP by the EPA with respect to cleanup 
o f hazardous waste at three sites. No statutory defenses are available. The registrant is in the 
process o f preliminary investigations o f the sites to determine the nature o f its potential liability 
and the amount o f remedial costs necessary to clean up the sites. Other PRPs also have been 
designated, but the ability to obtain contribution is unclear, as is the extent of insurance coverage, 
i f  any. Management is unable to determine that a material effect on future financial condition or 
results o f operations is not reasonably likely to occur.
Based upon the facts o f this hypothetical base, MD&A disclosure o f the effects o f the PRP status, 
quantified to the extent reasonably practicable, would be required. n30 For MD&A purposes, 
aggregate potential cleanup costs must be considered in light o f the joint and several liability to 
which a PRP is subject. Facts regarding whether insurance coverage may be contested, and 
whether and to what extent potential sources o f contribution or indemnification constitute reliable 
sources o f recovery may be factored into the determination o f whether a material future effect 
is not reasonably likely to occur.
C. Liquidity—Capital Resources
Instruction 2 to Item 303(a) calls for an evaluation o f “ amounts and certainty o f cash flows.”  
“ Except where it is otherwise clear from the discussion,”  Item 303(aXl) and instructions 2 and 
5 to Item 303(a) together also mandate indication o f which balance sheet conditions or income 
or cash flow  items should be considered in assessing liquidity, and a discussion o f prospective
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information regarding the registrant’s short and long-term sources of, and needs for, capital. 
Disclosure o f material commitments for capital expenditures as o f the end o f the latest fiscal 
period is required by Item 303(a)(2). Trend analysis and a description o f “ any expected material 
changes in the mix and relative cost”  o f the registrant’s capital resources must also be provided. n31 
When viewed to encompass capital resources, the Commission’s concept o f liquidity is compara­
ble to the Financial Accounting Standards Board’s ( “ FASB” ) concept o f financial flexibility or 
the ability o f an enterprise to adjust its future cash flows to meet needs and opportunities, both 
expected and unexpected. Financial flexibility is broader than the FASB’s concept o f liquidity 
(defined as short-term nearness of assets and liabilities to cash) because it includes potential internal 
and external sources o f cash not directly associated with items shown on the balance sheet.
Securities Act Release No. 6349, supra n. 5, at 972; see also Statement o f Financial Accounting 
Concepts No. 5, Recognition and Measurement in Financial Statements o f Business Enterprises, 
para. 24a.
Generally, short-term liquidity and short-term capital resources cover cash needs up to 12 
months into the future. These cash needs and the sources o f funds to meet such needs relate to 
the day-to-day operating expenses o f the registrant and material commitments coming due during 
that 12-month period.
The discussion o f long-term liquidity and long-term capital resources must address material capi­
tal expenditures, significant balloon payments or other payments due on long-term obligations, and 
other demands or commitments, including any off-balance sheet items, to be incurred beyond the 
next 12 months, as well as the proposed sources o f funding required to satisfy such obligations. n32 
Where a material deficiency in short or long-term liquidity has been identified, the registrant 
should disclose the deficiency, as well as disclosing either its proposed remedy, that it has not 
decided on a remedy, or that it is currently unable to address the deficiency. n33 In the following 
example, a financially troubled registrant discusses the material effects o f its cash flow  problems 
on its business, and its efforts to remedy those problems.
In a filing which includes an independent accountant’s report that is modified as a result of 
uncertainty about a registrant’s continued existence, Section 607.02 of the Codification of Financial 
Reporting Policies requires ‘‘appropriate and prominent disclosure of the registrant’s financial 
difficulties and viable plans to overcome such difficulties.’’
The Company has violated certain requirements of its debt agreements relating to failure to 
maintain certain minimum ratios and levels of working capital and stockholders’ equity. The 
Company’s lenders have not declared the Company in default and have allowed the Company to 
remain in violation of these agreements. Were a default to be declared, the Company would not 
be able to continue to operate. A  capital infusion of $4,000,000 is necessary to cure these defaults. The 
Company has engaged an investment banker and is considering various alternatives, including the 
sale of certain assets or the sale of common shares, to raise these funds.
The Company frequently has not been able to make timely payments to its trade and other 
creditors. As of year-end and as of February 29, 1988, the Company had past due payables in the 
amount of $525,000 and $705,000, respectively. Deferred payment terms have been negotiated 
with most of these vendors. However, certain vendors have suspended parts deliveries to the 
Company. As a result, the Company was not always able to make all shipments on time, although 
no orders have been cancelled to date. Were significant volumes of orders to be cancelled, the 
Company’s ability to continue to operate would be jeopardized. The Company is currently seeking 
sources of working capital financing sufficient to fund delinquent balances and meet ongoing 
trade obligations.
Short- and long-term liquidity and capital resources analysis should become more comparable 
from registrant to registrant as a result o f the Financial Accounting Standards Board’s recent 
issuance o f SFAS 95, n34 which requires the statement o f changes in financial position to be 
replaced by a statement o f cash flows as part o f a full set o f financial statements. This new statement
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reports net cash provided or used by each o f operating, investing and financing activities, as 
defined, and the net effect o f those flows on cash and cash equivalents.
Registrants are expected to use the statement o f cash flows, and other appropriate indicators, 
in analyzing their liquidity, and to present a balanced discussion dealing with cash flows from 
investing and financing activities as well as from operations. This discussion should address those 
matters that have materially affected the most recent period presented but are not expected to 
have short- or long-term implications, and those matters that have not materially affected the 
most recent period presented but are expected materially to affect future periods. n35 Examples 
o f such matters include: (a) Discretionary operating expenses such as expenses relating to advertis­
ing, research and development or maintenance o f equipment; (b) debt refinancings or redemptions; 
or (c) levels o f financing provided by suppliers or to customers. Liquidity analysis premised upon 
the new statement o f cash flows and prepared in accordance with this guidance should enhance 
the utility to investors o f MD&A disclosure by improving comparability from registrant to registrant 
and providing information more directly relevant to liquidity than that previously premised upon 
the statement o f changes in financial position.
D. Material Changes
Some Project registrants did not provide adequate disclosure o f the reasons for material year- 
to-year changes in line items, or discussion and quantification o f the contribution o f two or more 
factors to such material changes. Instruction 4 to Item 303(a) requires a discussion o f the causes 
o f material changes from year-to-year in financial statement line items “ to the extent necessary 
to an understanding o f the registrant’s businesses as a whole.”  An analysis o f changes in line 
items is required where material and where the changes diverge from changes in related line 
items o f the financial statements, where identification and quantification o f the extent o f contribu­
tion o f each o f two or more factors is necessary to an understanding o f a material change, or 
where there are material increases or decreases in net sales or revenue. n36
Although Item 303(a)(3)(iii) speaks only to material increases, not decreases, in net sales or 
revenues, the Commission interprets Item 303(aX3Xi) and Instruction 4 as seeking similar disclosure 
for material decreases in net sales or revenues.
Discussion o f the impact o f discontinued operations and o f extraordinary gains and losses is 
also required where these items have had or are reasonably likely to have a material effect on 
reported or future financial condition or results o f operations. Other non-recurring items should 
be discussed as ‘‘unusual or infrequent’’ events or transactions ‘‘that materially affected the 
amount o f reported income from continuing operations.’’ n37
As instruction 4 to Item 303(a) states, repetition and line-by-line analysis is not required or 
generally appropriate when the cause for a change in one line item also relates to other line 
items. The same instruction also states that the discussion need not recite amounts o f changes 
readily computable from the financial statement and ‘‘shall not merely repeat numerical data 
contained in”  such statements. However, quantification should otherwise be as precise, including 
use o f dollar amounts or percentages, as reasonably practicable.
In the following example, the registrant analyzes the reasons for a material change in 
revenues and in so doing describes the effects o f offsetting developments.
Revenue from sales of single-family homes for 1987 increased 6% from 1986. The increase 
resulted from a 14% increase in the average sales price per home, partially offset by a 6% decrease 
in the number of homes delivered. Revenues from sales of single-family homes for 1986 increased 
2% from 1985. The average sales price per home in 1986 increased 6%, which was offset by a 4% 
decrease in the number of homes delivered.
The increase in the average sales prices in 1987 and 1986 is primarily the result of the Company’s 
increased emphasis on higher priced single-family homes. The decrease in homes delivered in 1987
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and 1986 was attributable to a decline in sales in Texas. The significant decline in oil prices and its 
resulting effect on energy-related business has further impacted the already depressed Texas area 
housing market and is expected to do so for the foreseeable future. The Company curtailed housing 
operations during 1987 in certain areas in Texas in response to this change in the housing market. 
Although the number of homes sold is expected to continue to decline during the current year as a 
result of this action, this decline is expected to be offset by increases in average sales prices.
E. Interim Period Reporting
The second sentence o f Item 303(b) states that MD&A relating to interim period financial 
statements ‘‘shall include a discussion o f material changes in those items specifically listed in 
paragraph (a) o f this Item, except that the impact o f inflation and changing prices on operations 
for interim periods need not be addressed.”  n38 As this sentence indicates, material changes to 
each and every specific disclosure requirement contained in paragraph (a), with the noted excep­
tion, should be discussed. This would include, for example, internal and external sources o f 
liquidity, expected material changes in the mix and relative cost o f such resources, and unusual 
or infrequent events or transactions that materially affected the amount o f reported income 
from continuing operations. n39
In light o f the obligation to update MD&A disclosure periodically, the impact o f known 
trends, demands, commitments, events, or uncertainties arising during the interim period which 
are reasonably likely to have material effects on financial condition or results of operations consti­
tutes required disclosure in MD&A. n40 For example, a calendar year end registrant describes, in 
its June 30 Form 10-Q, a recent event which is reasonably likely to have a material future effect 
on its financial condition or results o f operations.
The Company was advised in late June that Company A, its principal customer, which 
accounted for 28% and 30% of revenues for the last six months and prior fiscal year, respectively, 
intends to terminate all purchases effective during the third quarter, due to in-house capabilities 
recently developed by this customer. The Company is materially dependent on its business with 
this customer and anticipates upon such termination a material adverse effect on revenues and 
income. Efforts are being made to replace revenues attributable to such customer by developing 
new customers. The Company expects it will take at least 6 months to generate such replacement 
revenues.
F. Other Observations
1. Segment Analysis
In many cases, MD&As o f Project registrants with more than one segment were prepared on 
a segment as well as a consolidated basis. In formulating a judgment as to whether a discussion 
of segment information is necessary to an understanding o f the business, a multi-segment registrant 
preparing a full fiscal year MD&A should analyze revenues, profitability, and the cash needs o f 
its significant industry segments. To the extent any segment contributes in a materially dispropor­
tionate way to those items, or where discussion on a consolidated basis would present an incomplete 
and misleading picture o f the enterprise, segment discussion should be included. This may occur, 
for example, when there are legal or other restrictions upon the free flow  o f funds from one 
segment, subsidiary or division o f the registrant to others; when known trends, demands, commit­
ments, events or uncertainties within a segment are reasonably likely to have a material effect 
on the business as a whole; when the ability to dispose o f identified assets o f a segment may be 
relevant to the financial flexibility o f the registrant; and in other circumstances in which the 
registrant concludes that segment analysis is appropriate to an understanding o f its business. n41 
The following example illustrates segment disclosure for a manufacturer with two segments. 
The two segments contributed to operating income amounts that were disproportionate to their
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respective revenues. The registrant discusses sales and operating income trends, factors explaining 
such trends, and where applicable, known events that w ill impact future results o f operations o f 
the segment.
Net Sales by Industry Segment
1987 1986 1985
Industry % of % of % of
segments ($ mill) total ($ mill) total ($ mill) total
Segment I 585 55 479 53 420 48
Segment II 472 45 433 47 457 52
Total sales 1057 100 912 100 877 100
1987 vs. 1986
Segment I sales increased 22 % in 1987 over the 1986 period. The increase included the effect 
o f the acquisition o f Corporation T. Excluding this acquisition, sales would have increased by 16% 
over 1986. Product Line A  sales increased by 18% due to a 24% increase in selling prices, partially 
offset by lower shipments. Product Line B sales increased by 35% due to a 17% increase in selling 
prices and a 15% increase in shipment volume.
Segment II sales increased 9% due to a 12% increase in selling prices partly offset by a 3% 
reduction in shipment volumes.
1986 vs. 1985
Segment I sales increased 14% in 1986. Product Line A  sales increased 22%, in spite o f a slight 
reduction in shipments, because o f a 23% increase in selling prices.
Product Line B sales declined 5% due mainly to a 7% decrease in selling prices, partially offset 
by higher shipments.
The 5% decline in Segment II sales reflected a 3% reduction in selling prices and a 2% decline 
in shipments.
The substantial increases in selling prices o f Product Line A  during 1987 and 1986 occurred 
primarily because o f heightened worldwide demand which exceeded the industry’s production 
capacity. The Company expects these conditions to continue for the next several years. The 
Company anticipates that shipment volumes o f Product Line A  will increase as its new production 
facility reaches commercial production levels in 1988.
Segment II shipment volumes have declined during the past two years primarily because o f 
the discontinuation of certain products which were marginally profitable and did not have signifi­
cant growth potential.
Operating Profit by Industry Segment
1987 1986 1985
Industry
segments ($ mill)
% of 
total ($ mill)
% of 
total ($ mill)
% of 
total
Segment I 126 75 108 68 67 55
Segment II 42 25 51 32 54 45
Operating
profit 168 100 159 100 121 100
1987 vs. 1986
Segment I operating profit was $18 million (17%) higher in 1987 than in 1986. This increase 
includes the effects o f higher sales prices and slightly improved margins on Product Line A, 
higher shipments o f Product Line B and the acquisition o f Corporation T. Excluding this acquisition 
operating profit would have been 11% higher than in 1986. Partially offsetting these increases are
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costs and expenses o f $11 million related to new plant start-up, slightly reduced margins on Product 
Line B sales and a $9 million increase in research and development expenses.
Segment II operating profit declined $9 million (18%) due mainly to substantially higher costs 
in 1987 resulting from a 23% increase in average raw material costs which could not be fully 
recovered through sales price increases. The Company expects that Segment II margins will continue 
to decline, although at a lesser rate than in 1987 as competitive factors limit the Company’s ability 
to recover cost increases.
1986 vs. 1985
Segment I operating profit was $41 million (61%) higher in 1986 than in 1985. A fter excluding 
the effect o f the $23 million non-recurring charge for the early retirement program in 1985, Segment 
I operating profit in 1986 was $ 18 million (27 %) higher than in 1985. This increase reflected higher 
prices and a corresponding 21% increase in margins on Product Line A, and a 17% increase in 
margins on Product Line B due primarily to cost reductions resulting from the early retirement 
program.
Segment II operating profit declined about $3 million (6%) due mainly to lower selling prices 
and slightly reduced margins in 1986.
2. Participation in High Yield Financings, Highly Leveraged Transactions, 
or Non-Investment Grade Loans and Investments
A  registrant, whether a financial institution (such as a bank, thrift, insurance company, or 
finance company), broker-dealer, or one o f its affiliates, or any other public company, may partic­
ipate in several ways, directly or indirectly, in high yield financings, or highly leveraged transactions 
or make non-investment grade loans or investments relating to corporate restructurings such as 
leveraged buyouts, recapitalizations including significant stock buybacks and cash dividends, 
and acquisitions or mergers. n42 A  registrant may participate in the financing o f such a transaction 
either as originator, syndicator, lender, purchaser, or secured senior debt, or as an investor in 
other debt instruments (often unsecured or subordinated), redeemable preferred stock or other 
equity securities. Participation in high yield or highly leveraged transactions, as well as investment 
in non-investment grade securities, generally involves greater returns, in the form o f higher fees 
and higher average yields or potential market gains. Participation in such transactions may 
involve greater risks, often related to creditworthiness, solvency, relative liquidity o f the secondary 
trading market, potential market losses, and vulnerability to rising interest rates and economic 
downturns. n43
Similar risk-reward exposure appears to exist when the growing practice by certain registrants 
o f originating low down-payment mortgages without obtaining mortgage insurance. Other regis­
trants have substantial participation in venture capital financings.
In view  o f these potentially greater returns and potentially greater risks, disclosure o f the 
nature and extent o f a registrant’s involvement with high yield or highly leveraged transactions 
and non-investment grade loans and investments may be required under one or more o f several 
MD&A items, and registrants should consider carefully the extent o f disclosure required. n44 
MD&A analysis is required i f  such participation has had or is reasonably likely to have a material 
effect on financial condition or results o f operations.
In determining the adequacy o f disclosure concerning participation in high yield, highly 
leveraged and non-investment grade loans and investments, registrants should consider the need 
to disclose:
1. Relevant lending and investing policies, including credit and risk management policies;
2. The amounts o f holdings, stated separately by type if  individually material, including 
guarantees and repurchase or other commitments to lend or acquire such loans and 
investments, and the potential risks inherent in such holdings;
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3. Information regarding the level o f activity during the period, e.g., originations and retentions;
4. Amounts o f holdings, if any, giving rise to significantly greater risks (that may have material 
effects on financial condition or results o f operations) than are present in other similar trans­
actions and instruments; for example, where the issuer is bankrupt or has issued securities 
on which interest payments are in default, or where there are significant concentrations 
(e.g., in an individual borrower, industry, or geographic area), particularly where those 
concentrations are in securities with relatively low trading market liquidity (such as those 
that depend upon a single market maker for their liquidity); and
5. Analysis o f the actual and reasonably likely material effects o f the above matters on 
income and operations, e.g., the amounts o f fees recognized and deferred, yields, amounts 
o f realized and unrealized market gains or losses, and credit losses. Such disclosure may 
appear in the business discussion, or other appropriate location, but the effects resulting 
from participation should be analyzed in MD&A.
Similar concerns are raised with regard to investment companies that invest, or are permitted 
to invest, all or a portion o f their portfolios in high-yield or non-investment grade securities. An 
investment company that seeks high income by investing in other than high-grade bonds (or is 
permitted to do so, even if it does not currently include such securities in its portfolio) should disclose 
in its prospectus the risks involved in such investments. n45 These risks include, but are not 
limited to, the risks described above, such as market price volatility based upon interest rate sensitiv­
ity, creditworthiness and relative liquidity o f the secondary trading market, as well as the effects 
such risks may have on the net asset value of the fund. In addition, the board of directors of a fund 
that invests in such securities should carefully consider factors affecting the secondary market 
for such securities in determining whether or not any particular security is liquid or illiquid, and 
whether market quotations are “ readily available”  for purposes o f valuing portfolio securities. n46 
The nature o f disclosure required by non-investment companies w ill vary depending on the 
type o f participation. In the following example the registrant is a bank holding company that partici­
pates in highly leveraged transactions as a lender and not as an investor.
The Company is active in originating and syndicating loans in highly leveraged corporate 
transactions. The Company generally includes in this category domestic and international loans 
and commitments made by the Banks in recapitalizations, acquisitions, and leveraged buyouts 
which result in the borrower’s debt to total assets ratio exceeding 75%. As of December 31, 1988, 
the Company had loans outstanding in approximately 61 highly leveraged transactions in an 
aggregate principal amount of approximately $900 million, was committed under definitive loan 
agreements relating to approximately 23 highly leveraged transactions to lend an additional 
amount of approximately $650 million, and had other highly leveraged transactions at various 
stages of discussion or preliminary commitment. The Company’s equity investments in highly 
leveraged transactions are not material.
In recent years the Company has not made a loan in excess of $175 million in any individual 
highly leveraged transaction, and the Company has typically retained, after syndication and sales 
of loan participations, a principal amount not exceeding approximately $35 million in any such 
transaction. At December 31, 1988, only two loans had outstanding balances exceeding $35 mil­
lion ($51 million and $47 million, respectively) and no industry represented more than 15% of the 
Company’s total highly leveraged loan portfolio. Should an economic downturn or sustained 
period of rising interest rates occur, highly leveraged transaction borrowers may experience finan­
cial stress. As a result, risks associated with these transactions may be higher than for more tradi­
tional financing.
The Company estimates that its fees for lending and corporate finance activities relating to 
highly leveraged transactions were approximately $64 million during 1988, of which approximately 
$48 million was recognized as income and $16 million was deferred, compared with $40 million during 
1987, of which approximately $32 million was recognized as income and $8 million was deferred. The
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deferred portion of such fees will be recognized over the terms of the related loans in accordance with 
Statement of Financial Accounting Standards Number 91.
In recent years, the Company has had no significant charge-offs of loans made in highly leveraged 
transactions. At December 31, 1988, approximately $25 million (3%) of such outstanding loans were 
on nonaccrual status, which was not materially greater than that for the Company’s other lending 
activities.
A  reduction in the Company’s activities relating to highly leveraged transactions could have some 
negative impact on the Company’s results of operations. The size of such impact would depend on the 
magnitude of the reduction and on the profitability of the activities to which the Company might 
redirect its resources. Although any estimate of the impact of a total discontinuation of all new highly 
leveraged transactions depends on various factors that cannot now be determined, the Company 
believes that such a discontinuation would reduce its gross revenues approximately 6% and net 
income by approximately 12%.
In the following example, the registrant is an investor in non-investment grade debt securities.
At December 31, 1988, the Company held in its portfolio, net of reserves, $81 million of high 
yield, unrated or less than investment grade corporate debt securities with an aggregate market 
value of $75 million. Investments in unrated or less than investment grade corporate debt securities 
have different risks than other investments in corporate debt securities rated investment grade 
and held by the Company. Risk of loss upon default by the borrower is significantly greater with 
respect to such corporate debt securities than with other corporate debt securities because these 
securities are generally unsecured and are often subordinated to other creditors of the issuer, and 
because these issuers usually have high levels of indebtedness and are more sensitive to adverse 
economic conditions, such as recession or increasing interest rates, than are investment grade 
issuers. In addition, investments by the Company in corporate debt securities of any given issuer 
are generally larger than its investments in most other securities, thus resulting in a greater impact 
in the event of default. There is only a thinly traded market for such securities and recent market 
quotations are not available for some of these securities. Market quotes are generally available 
only from a limited number of dealers and may not represent firm bids of such dealers or prices 
for actual sales. As of December 31, 1988, the Company’s five largest investments in corporate debt 
securities aggregated $35 million, none of which individually exceeded $10 million, and had an 
approximate market value of $31 million.
3. Effects o f Federal Financial Assistance Upon Operations
Many financial institutions, such as thrifts and banks, are receiving financial assistance in 
connection with federally assisted acquisitions or restructurings. Such assistance may take various 
forms and is intended to make the surviving financial institution a viable entity. Examples o f 
such methods o f assistance include: (a) Yield maintenance assistance (which guarantees additional 
interest on specified interest bearing assets, a level o f return on specified non-interest-bearing 
assets, reimbursement i f  covered assets are ultimately collected or sold for amounts that are less 
than a specified amount, or any combination therof); (b) indemnification against certain loss contin­
gencies; (c) the purchase o f equity securities issued by the institution for cash or a note receivable 
from the federal agency; and (d) arrangements designed to insulate the surviving entity from the 
economic effects o f problem assets acquired from the predecessor financial institution (such as 
a “ put agreement”  whereby the surviving institution may “ put”  troubled loans directly or 
indirectly to the federal agency at higher than their fair value).
I f  these or any other types o f federal financial assistance have materially affected, or are 
reasonably likely to have a material future effect upon, financial condition or results o f operations, 
the MD&A should provide disclosure o f the nature, amounts, and effects o f such assistance. n47 
In the following example, a financial institution discloses the material effects o f a federally 
assisted corporate reorganization. Such disclosure was in addition to various disclosures o f the 
existence and effect o f such federal assistance in the description o f business portions o f the filing 
(pursuant to Industry Guide 3) and in the registrant’s financial statements.
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During 1988, earnings for the Company included $60 million of assistance income, including 
(a) $10 million in indemnity from the federal agency in respect of litigation costs associated with 
the Company’s predecessor and (b) $50 million related to the 1988 puts of troubled loans to the 
federal agency under the Company’s Put Agreement. The assistance income arises from provi­
sions in the Reorganization agreements that are intended to relieve the Company from the adverse 
economic effects of litigation and problem assets held by its predecessor. These provisions are 
intended to place the Company in substantially the same position as if such litigation and problem 
assets had been assumed by the federal agency at the time of the Reorganization. Based on exist­
ing economic circumstances, management believes that the expiration of the Put Agreement in 
June 1989 may adversely affect future operations including an increased level of non-performing 
loans and loan loss provisions which cannot be recovered pursuant to the Put Agreement.
4. Preliminary Merger Negotiations
While Item 303 could be read to impose a duty to disclose otherwise nondisclosed preliminary 
merger negotiations, as known events or uncertainties reasonably likely to have material effects 
on future financial condition or results o f operations, the Commission did not intend to apply, 
and has not applied, Item 303 in this manner. n48 As reflected in the various disclosure require­
ments under the Securities Act and Exchange Act that specifically address merger transactions, 
the Commission historically has balanced the informational need o f investors against the risk 
that premature disclosure n49 o f negotiations may jeopardize completion o f the transaction. n50 
In general, the Commission’s recognition that registrants have an interest in preserving the confiden­
tiality o f such negotiations is clearest in the context o f a registrant’s continuous reporting obligations 
under the Exchange Act, where disclosure on Form 8-K  o f acquisitions or dispositions o f assets 
not in the ordinary course o f business is triggered by completion o f the transaction. n51
With respect to the disposal o f a segment o f a business, however, Accounting Principles Board 
Opinion 30 requires that results o f operations o f the segment be reclassified as discontinued 
operations, and any estimated loss on disposal be recorded, as o f the date management commits 
itself to a formal plan to dispose o f the segment (i.e., the ‘‘measurement date’’). Filings, including 
periodic reports under the Exchange Act that contain annual or interim financial statements, are 
required to reflect the prescribed accounting treatment as o f the measurement date.
In contrast, where a registrant registers securities for sale under the Securities Act, the Commis­
sion requires disclosure o f material probable acquisitions and dispositions o f businesses, including 
the financial statements o f the business to be acquired or sold. n52 Where the proceeds from the 
sale o f the securities being registered are to be used to finance an acquisition o f a business, the 
registration statement must disclose the intended use o f proceeds. Again, accommodating the 
need for confidentiality o f negotiations, registrants are specifically permitted not to disclose in 
registration statements the identity o f the parties and the nature o f the business sought if  the 
acquisition is not yet probable and the board o f directors determines that the acquisition would 
be jeopardized. n53
The Commission’s interpretation o f Item 303, as applied to preliminary merger negotiations, 
incorporates the same policy determinations. Accordingly, where disclosure is not otherwise 
required, and has not otherwise been made, the MD&A need not contain a discussion o f the 
impact o f such negotiations where, in the registrant’s view, inclusion o f such information would 
jeopardize completion o f the transaction. Where disclosure is otherwise required or has otherwise 
been made by or on behalf o f the registrant, the interests in avoiding premature disclosure no 
longer exist. In such case, the negotiations would be subject to the same disclosure standards 
under Item 303 as any other known trend, demand, commitment, event, or uncertainty. These 
policy determinations also would extend to preliminary negotiations for the acquisition or dispo­
sition o f assets not in the ordinary course o f business.
IV. Conclusion
In preparing MD&A disclosure, registrants should be guided by the general purpose o f the 
MD&A requirements: to give investors an opportunity to look at the registrant through the eyes
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o f management by providing a historical and prospective analysis o f the registrant’s financial 
condition and results o f operations, with particular emphasis on the registrant’s prospects for the 
future. The MD&A requirements are intentionally flexible and general. Because no two registrants 
are identical, good MD&A disclosure for one registrant is not necessarily good MD&A disclosure 
for another. The same is true for MD&A disclosure o f the same registrant in different years. The 
flexibility o f MD&A creates a framework for providing the marketplace with appropriate informa­
tion concerning the registrant’s financial condition, changes in financial condition and results o f 
operations.
The “ Codification o f Financial Reporting Policies’ ’ announced in Financial Reporting 
Release 1 (April 15, 1982) [47 FR 21028] is updated:
1. By amending the preamble to section 501 to delete its final three sentences and to substitute 
the following new language:
In 1988, a project was undertaken to evaluate current compliance with MD&A 
requirements. This project followed the issuance o f a concept release in 1987 requesting 
public comment on, among other things, the adequacy o f the existing MD&A require­
ments. In 1989, the Commission published Financial Reporting Release No. 36, which 
summarized the results o f the project, included examples o f disclosure and set forth the 
Commission’s views regarding several disclosure matters under MD&A. The following 
excerpts from that release are presented to assist registrants in preparing MD&As. Registrants 
may wish to refer to the release for a discussion o f the results o f the project.
2. By deleting sections 501.01 through 501.03, the first four paragraphs and first two sentences 
o f the fifth paragraph o f section 501.04.a, all o f section 501.04.b and sections 501.05.b through 
501.05.f, and by redesignating amended section 501.04.a as section 501.03.b, section 501.05.a 
as section 501.08, and sections 501.06 through 501.08 as sections 501.09 through 501.11.
3. By adding the following new Financial Reporting Codification sections consisting o f sections 
from the release as indicated:
(a) Section 501.01. Evaluation o f Disclosure—Interpretive Guidance, consisting o f 
section III.A. o f the release;
(b) Section 501.02. Prospective Information, consisting o f section III.B. o f the release;
(c) Section 501.03.a. Liquidity—Capital Resources, consisting o f section III.C. o f the 
release;
(d) Section 501.04. Material Changes, consisting o f section III.D. o f the release;
(e) Section 501.05. Interim Period Reporting, consisting o f section III.E . o f the release;
(f ) Section 501.06. Other Observations (including subsections 501.06.a. Segment 
Analysis, 501.06.b. Participation in High Yield Financings, Highly Leveraged Transac­
tions or Non-Investment Grade Loans and Investments, 501.06.C. Effects o f Federal 
Financial Assistance Upon Operations, and 501.06.d. Preliminary Merger Negotia­
tions), consisting o f section III.F. o f the release;
(g) Section 501.07. Conclusion, consisting o f section IV o f the release.
4. By revising the footnotes from the release which are included in the Codification and 
which contain the citation form “supra,”  except footnote 35 o f the release, to include the 
complete citation form rather than the “ supra”  form.
5. By renumbering the footnotes from the release which are included in the Codification, to 
run consecutively from number one through number forty.
6. By revising footnote 35 o f the release (footnote 22 and renumbered), to cite supra to notes 
4-17 rather than to notes 17-30.
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The Codification is a separate publication o f the Commission. It w ill not be published in the 
Federal Register/Code o f Federal Regulations Systems. List o f Subjects in Parts 211, 231, 241, and 
271
Reporting and recordkeeping requirements, Securities.
Parts 211, 231, 241, and 271 o f Title 17, Chapter II o f the Code o f Federal Regulations are 
amended by adding this Release No. 33-6835, 34-26831, IC-16961, and FR-36 (May 18, 1989) to 
the lists o f interpretive releases.
Jonathan G. Katz, Secretary.
May 18, 1989
NOTES
nl4 The MD&A should contain a discussion o f all the material impacts upon the registrant’s 
financial condition or results o f operations, including those arising from disclosure provided else­
where in the filing.
nl5 Securities Act Release No. 6711, supra n. 1, at 13717.
nl6 Securities Act Release No. 6349, supra n. 5, at 964.
nl7 17 CFR 229.303(a)(1).
nl8 17 CFR 229.303(a)(2)(h).
nl9 17 CFR 229.303(a)(3)(h).
n20 17 CFR 229.303(a), Instruction 3. The data known to management which may trigger 
required forward-looking disclosure is hereinafter referred to as “ known trends, demands, commit­
ments, events, or uncertainties.’’
n21 Securities Act Release No. 6711, supra n. 1, at 13717 (emphasis added).
n22 Rule 175(c) under the Securities Act o f 1933 ( “ Securities Act’ ’ ), 17 CFR 230.175(c), and 
Rule 3b-6(c) under the Exchange Act, 17 CFR 240.3b-6.
n23 Cf. In re American Savings and Loan Association o f Florida, Exchange Act Release No. 
25788 (June 8, 1988), 41 SEC Docket 78. In this administrative proceeding jointly conducted by 
the Commission and the Federal Home Loan Bank Board (the ‘‘FHLBB’’), it was determined that 
the MD&As in a Form 10-K and two Forms 10-Q were inadequate under the FHLBB’s disclosure 
requirements, which are substantially similar to the Commission’s, for failing to disclose, among 
other matters, required forward-looking information regarding the potential exposure and risks 
associated with repurchase transactions between American Savings and Loan and E.S.M. 
Government Securities. Cf. also In re Burroughs Corporation, Exchange Act Release No. 21872 
(March 20, 1985), 32 SEC Docket (CCH) 935 (failure to discuss the impact o f inventory obsolescence); 
In re Marsh & McClennan Companies, Inc., Exchange Act Release No. 24023 (January 22, 1987), 
37 SEC Docket (CCH) 634 (failure adequately to disclose, in a Form 10-K, the effects o f a principal 
subsidiary’s investing and financing activities).
n24 The examples used herein, while modeled in large part upon Project registrants’ original 
or revised MD&As, have been changed so that the registrants are not identified and particular 
points are emphasized. O f course, each example has been removed from its context as part o f a 
larger document. The examples are provided for purposes o f illustration only.
n25 See Item 101(c)(1)(ii) o f Regulation S-K.
n26 See, e.g., In re Charter Company, Exchange Act Release No. 21647 (January 10, 1985), 32 
SEC Docket (CCH) 289, in which the MD&A in the registrant’s Form 10-K failed to disclose the 
favorable effect on earnings o f the accounting method used, and the anticipated substantial 
reduction in future profits that would result from use o f such method. C f. SEC v. Baldwin-United
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Corporation, Litigation Release No. 10878 (September 26, 1985) and In re Robert S. Harrison, 
Exchange Act Release No. 22466 (September 26, 1985), 34 SEC Docket (CCH) 141 (both involving 
a different means o f accounting for the same insurance product as in Charter, and Baldwin-United 
Corporation’s failure to disclose, in the MD&A o f its Form 10-K, its failure to meet the earnings 
assumptions o f the accounting model used, and internal estimates o f insufficient taxable income 
to use tax benefits inherent in the earnings assumptions).
n27 MD&A mandates disclosure o f specified forward-looking information, and specifies its 
own standard for disclosure—i.e., reasonably likely to have a material effect. This specific standard 
governs the circumstances in which Item 303 requires disclosure. The probability/magnitude test 
for materiality approved by the Supreme Court in Basic, Inc. v. Levinson, 108 S.Ct. 978 (1988), is 
inapposite to Item 303 disclosure.
n28 Where a material change in a registrant’s financial condition (such as a material increase 
or decrease in cash flows) or results o f operations appears in a reporting period and the likelihood 
o f such change was not discussed in prior reports, the Commission staff as part o f its review o f 
the current filing w ill inquire as to the circumstances existing at the time o f the earlier filings to 
determine whether the registrant failed to discuss a known trend, demand, commitment, event 
or uncertainty as required by Item 303.
n29 42 U.S.C. 9601, et seq. (1983 & Supp. 1988).
n30 Designation as a PRP does not in and o f itself trigger disclosure under Item 103 or Regulation 
S-K and Instruction 5 thereto, 17 CFR 229.103, regarding “ Legal Proceedings,”  because PRP status 
alone does not provide knowledge that a governmental agency is contemplating a proceeding. 
Nonetheless, a registrant’s particular circumstances, when coupled with PRP status, may provide 
that knowledge. While there are many ways a PRP can become subject to potential monetary 
sanctions, including triggering the stipulated penalty clause in a remedial agreement, the costs 
anticipated to be incurred under Superfund, pursuant to a remedial agreement entered into in 
the normal course o f negotiation with the EPA, generally are not “ sanctions”  within either 
Instruction 5 (B) or (C) to Item 103. Such remedial costs normally would constitute charges to 
income, or in some cases capital expenditures. The availability o f insurance, indemnification or 
contribution may be relevant under Instruction 5 (A ) or (B) in determining whether the criteria 
for disclosure have been met. Thomas A. Cole, Esq. (January 17, 1989).
n31 Most registrants combine discussions o f capital resources and liquidity as permitted by 
Item 303(a).
n32 See, e.g., In re Hiex Development USA, Inc., Exchange Act Release No. 26722 (April 13, 
1989), 43 SEC Docket (CCH) 1041 (involving in part the registrant’s failure to discuss in the MD&A 
o f a Form 10, a material contractual commitment to purchase equipment from an affiliate over 
a ten-year period).
n33 See, e.g., SEC v. The Charter Company, Exchange Act Release No. 23350 (June 20 , 1986), 
35 SEC Docket (CCH) 1232, and In re Ray M. Van Landingham and Wallace A . Patzke, Jr., 
Exchange Act Release No. 23349 (June 20, 1986), 35 SEC Docket (CCH) 1227, both involving Charter 
Company’s liquidity disclosure concerning losses o f trade credit, demands by its banks for a series 
o f materially restrictive loan covenants and discussions with Charter’s banks regarding asset 
sales, dividend restrictions and operational changes.
n34 Statement o f Financial Accounting Standards No. 95, Statement o f Cash Flows. While the 
new statement is required for annual financial statements for fiscal years ending after July 15, 
1988, financial statements for prior years are not required to be restated, and interim financial 
statements in the initial year o f application are not required to use the new statement. Such 
interim period statements must be restated when presented as comparative prior periods with 
future interim financial statements.
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n35 See 17 CFR 229.303(a), Instruction 3; supra n. 17-30 and accompanying text.
n36 See SEC v. The E.F. Hutton Group, Inc., Exchange Act Release No. 22579 (October 29,
1985) , 34 SEC Docket (CCH) 538, involving Hutton’s failure to disclose that its bank overdrafting 
practices were the cause for material changes in interest income from year-to-year, and the risks 
and uncertainties associated with such practices.
n37 17 CFR 229.303(a)(3)(i); see SEC v. Allegheny International, Inc., Litigation Release No. 
11533 (September 9, 1987), 39 SEC Docket (CCH) 196 (failure to disclose a sale o f realty that 
constituted an unusual and infrequent event which had a material impact on pre-tax income); 
see generally Accounting Principles Board Opinion No. 30.
n38 17 CFR 229.303(b).
n39 See, e.g., In re American Express Company, Exchange Act Release No. 23332 (June 17,
1986) , 35 SEC Docket (CCH) 1163 (failure to discuss the impact, in several Forms 10-Q and a Form 
10-K, o f two reinsurance transactions by an insurance subsidiary which were treated by the 
registrant as materially increasing net income, but which lacked economic substance); In re 
Michael R. Maury, Exchange Act Release No. 23067 (March 26, 1986), 35 SEC Docket (CCH) 435 
(the MD&A in a Form 10-Q was found deficient for its failure to disclose the effects on net income 
o f the reversal o f previously established reserves).
n40 See SEC v. Ronson Corporation, Litigation Release No. 10093 (August 15, 1983), 28 SEC 
Docket (CCH) 841, where the MD&As in a Form 10-K and two Forms 10-Q were found to be 
inadequate in their failure to state that Ronson’s largest customer had shut down its operations 
which required purchases from Ronson, that it was unlikely that this customer would resume 
purchases in the short term and that, due to technological changes being made at this customer’s 
facilities, once purchases were resumed, an indefinite reduction in necessary purchases o f 
30-50% was likely.
n41 Registrants affected by Statement o f Financial Accounting Standards No. 94, Consolida­
tion o f A ll Majority-Owned Subsidiaries, which requires, among other things, consolidation o f 
non-homogeneous subsidiaries, should recognize that segment analysis generally w ill be 
appropriate, inasmuch as the prior justification for not consolidating these operations was that 
they had different characteristics from those o f the parent and its other affiliates. See id. at para. 
55 (recognizing that although the aggregation o f assets, liabilities and operations from non- 
homogeneous activities may obscure important information about these activities, the disclosures 
required by Statement o f Financial Accounting Standards No. 14, Financial Reporting for Segments 
o f a Business Enterprise, can provide meaningful information about the different operations 
within a business enterprise).
n42 On February 16, 1989 the Federal Reserve Board issued bank examination guidelines 
regarding highly leveraged transactions. Letter from William Taylor, Director, Division o f Banking 
Supervision and Regulation, to the Officer in Charge o f Supervision at each Federal Reserve 
Bank (February 16, 1989). The guidelines are intended to assist bank examiners in identifying 
exposures that may warrant closer scrutiny and are not intended to imply criticism o f any particular 
transaction, nor to suggest what is deemed to be an appropriate degree o f leverage in any particular 
industry. In these guidelines, criteria to define a highly leveraged financing include identification 
o f borrowers whose debt to total assets ratio exceeds 75%. Registrants may refer to this guidance 
or to other recognized criteria that may be developed in defining highly leveraged transactions. 
In any event, registrants should indicate how highly leveraged transactions are defined for disclosure 
purposes. In this regard, the Commission recognizes that leverage characteristics may vary from 
industry to industry, and that debt ratios that are appropriate for some industries may be 
unusually high or low in other industries. Similarly, the Commission does not intend to imply criti­
cism o f any particular transaction or to suggest an appropriate degree o f leverage in any particular 
industry or for any particular firm.
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n43 See, e.g., P. Asquith, D. Mullins, Jr., and E. Wolff, Original Issue High Yield Bonds: Aging 
Analyses o f Defaults, Exchanges, and Calls (March, 1989).
n44 Other related disclosure includes Schedule 1 o f Rule 12-02 o f Regulation S-X, 17 CFR 
210.12-02, which requires separate disclosure for each particular issue o f corporate securities 
carried on the balance sheet at greater than 2% o f total assets, and allows reasonable groupings, 
e.g., by similar investment risk, o f all other securities. Also, for securities with significantly 
greater investment risk factors than are typical for that class o f issuer, such as securities where 
interest is in default or the issuer is in bankruptcy, separate listing or grouping is required to be 
accompanied by a brief description o f the relevant risk factors. Guide 3, Item III(c)(4) requires 
bank holding companies to disclose concentrations o f loans exceeding 10% of total loans, and 
defines ‘‘concentration’’ to exist where a number o f borrowers are engaged in similar activities 
that would cause them to be similarly impacted by economic or other conditions. Item II o f Guide 
3 instructs that consideration should be given to disclosure o f the risk characteristics o f securities 
held as investments. Savings and loan holding companies should provide similar disclosures pursuant 
to Staff Accounting Bulletin Topic 11:K. Insurance companies are also subject to similar require­
ments under Article 7 o f Regulation S-X, Rule 7-03(a)(l), Notes 5-6, 17 CFR 210.7-03(a)(l).
n45 See Guide 20 to Form N-1A.
n46 See Guide 28 to Form N-1A.
n47 For a related discussion o f the accounting treatment and financial statement disclosure 
o f federal assistance associated w ith regulatory-assisted acquisitions o f banking and thrift insti­
tutions, see EITF Abstracts, Issue No. 88-19.
n48 See, e.g., Brief for the Securities and Exchange Commission as Amicus Curiae at 7 and 
note 3, Basic, Inc. v. Levinson, supra n. 27; In the Matter o f Carnation Company, Exchange Act 
Release No. 22214 (July 8, 1985), 33 SEC Docket (CCH) 874.
n49 See Basic, Inc. v. Levinson, supra n. 27, at 985 ( “Arguments based on the premise that 
some disclosure would be ‘premature’ in a sense are more properly considered under the rubric 
o f an issuer’s duty to disclose. The ’secrecy’ rationale is simply inapposite to the definition o f 
materiality.’’).
n50 See, e.g., Securities Exchange Act Release No. 16384 (November 29, 1979) [44 FR 70326, 
70336] (considering these conflicting interests in adopting Item 7 o f Schedule 14D-9, 17 CFR 
240.101, which requires that the subject company o f a public tender offer provide two levels o f 
disclosure: (a) a statement as to whether or not “ any negotiation [which would result in certain 
transactions or fundamental changes] is being undertaken or is underway. . . in response to the 
tender offer,’ ’ which disclosure need not include “ the possible terms o f the transaction or the 
parties thereto’’ i f  in the registrant’s view  such disclosure would jeopardize the negotiations; and 
(b) a description o f “any transaction, board resolution, agreement in principle, or a signed contract”  
relating to such transactions or changes).
n51 Item 2 o f Form 8-K, 17 CFR 249.308. See also Item 8 o f Form 10-K, 17 CFR 249.310 (exclud­
ing pro forma financial information otherwise called for by Article 11 o f Regulation S-X from the 
financial information required); Item 1 o f Form 10-Q, 17 CFR 249.308a, and Rule 10-01 o f Regulation 
S-X, 17 CFR 210.10-01.
n52 Article 11 o f Regulation S-X, 17 CFR 210.11-01 et seq. (generally requiring the provision 
o f pro forma financial information where a significant acquisition or disposition ‘‘has occurred 
or is probable’’). Entry into the continuous reporting system by registration under the Exchange 
Act also requires the provision o f such pro forma financial information. Item 13 o f Form 10, 17 
CFR 249.210. See also Item 14 o f Schedule 14A, 17 CFR 240.14a-101 (requiring Article 11 pro 
forma financial information and extensive other information about certain extraordinary transac­
tions if  shareholder action is to be taken with respect to such a transaction).
n53 Item 504 o f Regulation S-K, 17 CFR 229.504, Instruction 6.
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FINANCIAL REPORT SURVEYS*
23 Illustrations and Analysis of Disclosures of Inflation Accounting Information (1981)
A s u rv e y  o f  th e  a p p lic a t io n  o f  th e  re q u ire m e n ts  o f  FASB S ta te m e n t N o s . 33 , 39 ,
4 0 , a n d  41
24 Illustrations of Foreign Currency Translation (1982)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 5 2
25 Illustrations of Accounting for Innovative Financing Arrangements (1982)
26 Updated Illustrations of Management’s Discussion and Analysis of Financial Condition and 
Results of Operations (1983)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  re c e n tly  a m e n d e d  R u le s  14a-3  a n d  1 4 c -3  o f  th e  S e c u r it ie s  
E x c h a n g e  A c t o f  193 4  in  a n n u a l re p o r ts  to  s h a re h o ld e rs
27 Illustrations of Accounting and Reporting by Development Stage Enterprises (1984)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 7
28 Illustrations of Accounting for Enterprises in Unusual Circumstances and Reporting on Them 
by Independent Accountants (1984)
A  s u rv e y  o f  •  t ro u b le d  e n te rp r is e s  • re o rg a n iz e d  e n te rp r is e s  • l iq u id a t in g  e n te rp r is e s
31 Illustrations of “ Push Down’’ Accounting (1985)
32 Illustrations of Accounting for In-Substance Defeasance of Debt (1986)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 76
33 Illustrations of Accounting for Pensions and for Settlements and Curtailments of Defined 
Benefit Pension Plans (1987)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o s . 87  a n d  8 8
34 Illustrations of Accounting for the Inability to Fully Recover the Carrying Amounts of Long- 
Lived Assets (1987)
A  s u rv e y  o f  th e  s u b je c t  o f  a n  is s u e s  p a p e r  b y  th e  A IC P A  A c c o u n t in g  S ta n d a rd s  D iv is io n ’s  
Task F o rce  o n  Im p a irm e n t  o f  V a lue
35 Updated Illustrations of Reporting Accounting Changes (1987)
A  s u rv e y  o f  th e  a p p lic a tio n  o f  A P B  O p in io n  N o . 20 , as  a m e n d e d
36 Illustrations of Accounting Policy Disclosure (1987)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  A P B  O p in io n  N o . 2 2
37 Illustrations of Accounting for Income Taxes (1989)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 9 6
38 Illustrations of Cash-Flow Financial Statements (1989)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 9 5
39 Quasi-Reorganizations (1989)
A  s u rv e y  o f  q u a s i-re o rg a n iz a t io n s  d is c lo s e d  in  c o rp o ra te  a n n u a l re p o r ts  to  s h a re h o ld e rs
40 Illustrations of the Presentation of Financial Information About Consolidated 
Nonhomogeneous Subsidiaries
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 9 4
41 Illustrations of Departures From the New Standard Auditor’s Report on Financial Statements 
of Business Enterprises (1990)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  SAS N o . 5 8
42 Illustrations of the Disclosure of Related-Party Transactions (1990)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  FASB S ta te m e n t N o . 5 7
43 Illustrations of Compliance Findings in Single Audit Reports of Local Governmental Units (1991)
A  s u rv e y  o f  re p o r t in g  u n d e r  th e  S in g le  A u d it  A c t o f  198 4  a n d  O M B  C irc u la r  N o . A -128
44 Illustrations of Pro Forma Financial Statements That Reflect Subsequent Events (1991)
45 Illustrations of Management’s Discussion and Analysis of Financial Condition and Results of 
Operations (1991)
A  s u rv e y  o f  th e  a p p lic a t io n  o f  Ite m  3 0 3  o f  R e g u la tio n  S - K  a n d  S e c tio n  5 01  o f  th e  Codification 
of Financial Reporting Policies o f  th e  S e c u r it ie s  a n d  E x c h a n g e  C o m m is s io n , as  m o d if ie d  b y  
F in a n c ia l R e p o r t in g  R e le a s e  N o . 3 6 , is s u e d  M a y  18, 198 9
*FRS Nos. 1-22, 29, and 30 are no longer in print.
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